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Chairman’s Message 


Methanex has delivered another year of solid perfor- 
mance and excellent results. The quality of our strategic assets in Chile and 
Trinidad allowed us to achieve a 22% return on equity in 2003, in spite of the 
significant operating challenges caused by the loss of 60% of our production 
‘ capability in New Zealand. 


Our shareholders benefited from this good performance with a total return of 
over 40%' during the past year. We continued with our long-standing commit- 
ment to return excess cash to our shareholders by distributing close to $150 
million in 2003. Over the past four years, nearly half of the more than $1 billion 
of cash flows from operations has been distributed to shareholders in the form 
of dividends and share repurchases. This has been accomplished without 
compromising financial flexibility or our ability to execute strategic projects. 


An important event in 2003 was the resolution of the uncertainty surrounding 
NOVA Chemical’s significant 37% shareholding in Methanex. We were pleased 
to participate in this transaction by purchasing nine million of the 47 million 
shares offered by NOVA at $9.85 per share. This share repurchase represented 
an excellent investment on its own merits, and the overall transaction has 
benefited our shareholders by not only reducing the number of common 
shares outstanding but also by improving the liquidity of our stock. At year 
end, our shares had appreciated by 14% from the time of the transaction. 


The exit of our largest shareholder marked a significant transition for 
Methanex. Throughout its ten years as a major shareholder, NOVA was 
a strong supporter both of the Methanex management team and of our 
strategy. Their representation on our Board of Directors also added great 
value, not only to the strategic debates, but to overall sound governance. The 
principles of open and complete disclosure, the commitment to a Responsible 
Care ethic and the focus on strategy and succession planning were very much 
influenced by NOVA’s presence on our Board. 


‘Measured as share price appreciation plus dividends in US dollars. 


Following this transaction, we began.a process of Board renewal and orderly 
transition at the senior management team level. We were pleased that Terry 
Poole of NOVA agreed to rejoin our Board as an independent director. We were 
equally pleased to attract Monica Sloan and John Reid as new directors. 


At the request of the Board, | agreed to take on the role of Chairman and Chief 
Executive Officer. At the same time, Bruce Aitken was promoted to President 
and Chief Operating Officer. To recognize the importance of corporate 
governance processes, the Board has addressed the combination of Chairman 
and CEO in several ways, including the appointment of David Morton as Lead 
Independent Director. We believe that these new appointments provide 
stability and continuity for the leadership of our Company. 


Methanex is known as a company with great transparency and good gover 


nance standards, and we are supportive of the trends in Canada and the United 


States to improve governance. As the new Chairman of Methanex, | make the 
commitment to our shareholders that we will continue with our track record 
of good governance. In everything we do — including market positioning, cost 
structure, Responsible Care and people management practices — we strive for 
the same high standards as other top performers. We have the same objective 
in terms of corporate governance and we are confident that you will see, in our 
disclosure documents, the progress we continue to make in this regard. 


This annual report marks the first time that we are presenting both a 
Chairman’s and President’s message to our shareholders. As you read the 
comments from our President and COO, Bruce Aitken, you will see that our 
strategy remains clear and focused and it continues to deliver value for 
our shareholders. 


La. Compal 


Pierre Choquette 
Chairman and Chief Executive Officer 
March 5, 2004 


President’s Message 


. Almost a decade ago, Methanex developed a very simple 
and focused strategy based on three elements — low cost, global industry lead- 
ership and operational excellence. Our vision was to create a global network 

‘of efficient, low cost methanol production facilities to underpin our position as 
the preferred supplier of methanol to all of the major global markets. It is very 
satisfying to see this vision creating excellent returns for shareholders. Our 
asset positioning and operational focus are producing outstanding results, 
and with new plants due to begin production over the next 12 months we are" 
looking forward to another “step change” in the quality of our Company. 


Over the past four years we have enjoyed strong operating results, generating 
total income before unusual items of more than $500 million and cash flows 
from operations of $1.1 billion. During this period, we have reinvested nearly 
$500 million in our global assets, distributed over $450 million to shareholders 
and delivered approximately 300 percent share price verona? and a total 
return of more than 350 percent. 


These results are impressive, and we believe we are well positioned to continue 
delivering strong results in the coming years as we leverage favourable supply 
and demand fundamentals with the addition of two new increments of low 
cost capacity, currently under construction in Trinidad and Chile. 


2003 - Year in Review 
As we entered 2003 we faced a major challenge. We lost nearly one-quarter 
of our global production capability as a result of a contractual process that 
left us with significantly reduced natural gas entitlements from the Maui gas 
field offshore New Zealand. In response, we capitalized on the flexibility of our 
global supply chain to service our customers in Asia Pacific. This lost produc- 
tion also tightened the industry supply and demand balance and contributed 
to higher methanol pricing throughout the year. The average realized price for 
2003 was $220 per tonne compared to $155 per tonne in 2002. 


Net income for 2003 was $187 million before unusual items. We generated cash 
flows from operating activities before changes i in non-cash working capital of 
$330 million and once again, we closed the year with strong liquidity - our 
cash balances were close to $300 million. 


oy 


Low Cost 

An integral part of our global strategy is an ongoing focus on reducing our cost 
structure. 2003 saw us take several steps, through both capital projects and 
acquisitions, to further our cost goals. 


In Trinidad, the construction of the 1.7 million tonne per year Atlas methanol 


facility is well advanced. Atlas is a Methanex/BP joint venture in which we 


own 63.1 percent. The plant is expected to start up in the second quarter 
of 2004. tts pita 


Last year, we indicated that we were examining the merits of increasing our 
interest in the Titan methanol facility in Trinidad in which we had a ten percent 
ownership stake. In May, we acquired the remaining 90 percent interest in the 
850,000 tonne per year plant by exercising a previously negotiated fixed: 
price option. Titan, which came on-stream in 2000, is supplied by a long-term 
natural gas contract and is located next to our Atlas methanol facility. 


Together, Titan and Atlas will provide us with the benefits of a strategically 
located low cost hub and flexibility for our global supply chain, including the 
ability to supply the North American and Western European methanol 


markets on a duty-free basis. 


In Chile, construction continues on our fourth unit — Chile IV - an 840,000 
tonne per year expansion that will bring our total production capability in 
the country to nearly four million tonnes, or approximately 12 percent of the 
global market for methanol. We expect to have product available from this 
new plant in the first quarter of 2005. ; 


Global Industry Leadership 
Our efforts in the area of global industry leadership during 2003 are best 


. described using one word: flexibility. 


Our Global Marketing and Logistics team faced a considerable challenge as 


"a result of reduced production from our New Zealand assets. Yet the team 


successfully reconfigured our supply chain to maintain deliveries to our global 
customers, particularly those in the Asia Pacific region. We also implemented 


an initiative to bring greater transparency to methanol pricing by listing 
~ monthly prices in all regions. This initiative has led to improved pricing stabil- 
ity, a factor that is valued by all participants in the industry. 


We restructured our arrangements at our Kitimat, British Columbia site to 
allow for future operating flexibility for this higher cost methanol facility. 
Going forward, the Kitimat facility offers valuable swing capacity to supple- 
ment our low cost methanol production hubs. 


In December 2003, Methanex acquired all of Terra Industries’ methanol 
customer contracts, for its 700,000 tonne per year methanol facility in 
Beaumont, Texas. As part of this transaction - and similar to adeal announced 
with Lyondell in 2002 — we acquired production rights to the facility, giving our 
global supply chain valuable flexibility as we bring two important increments 
of low cost capacity in Trinidad and Chile to market over the next year. 


~ Operational Excellence 

Our focus on operational excellence helps set us apart from our competitors. 
Whether it is outstanding operating results, a commitment to Responsible Care 
and employee health and safety or prudent financial management, Methanex 
aims to be the methanol industry leader. 


In 2003, we operated our plants at 93 percent of available capacity. These 
results are impressive in an industry that has not exceeded 85 percent capacity 
utilization, on an annual basis, over the past 15 years.. ~ 


Under the umbrella of Responsible Care, our employees in manufacturing 
have once again delivered record performance in terms of minimizing lost- 
time incidents and recordable injury frequency. 


In terms of financial management, 2003 was also a year of achievement. 
In the second half of 2002, in an effort to further enhance our long-standing 
commitment to improving shareholder value, we, introduced a regular 
quarterly dividend of US$0.05 per share — the first dividend in the Company’s 
history. By February 2003, we were in a position to pay a special dividend of 
US$0.25 per share, and in September 2003, our regular quarterly dividend was 
_ increased by 20 percent. 


Today, as a result of a number of initiatives designed to create financial 
flexibility, Methanex enjoys a strong balance sheet — one that provides us 


with the capacity to complete our capital spending programs, pursue new — 
_ opportunities to enhance our strategic position in methanol and continue to. 


deliver on our commitment to returning excess cash to shareholders. 


Looking Ahead 

The year ahead brings with it a new set of challenges and opportunities. 

In September 2003, Methanex made the decision to not proceed with the con- 
struction of a new methanol plant in Western Australia as capital costs for the 
project escalated to an unacceptable level — one that did not deliver adequate 
- returns for our shareholders. However, we are committed to our customers in 
the rapidly growing Asia Pacific marketplace and are working hard to develop 
longer-term supply options for this region. Our disciplined approach to capital 
investment will continue as we evaluate and pursue these options. 


MTBE, an important methanol derivative, has been an ongoing issue for 
the methanol industry over the last several years and continues to face an 
uncertain future in the United States. We are working hard to explain the 
facts about this important fuel additive, including the significant amount 
of positive scientific evidence that has repeatedly supported MTBE’s role in 
reducing emissions and contributing to cleaner air. Ironically, while the United 
States seems focused on eliminating MTBE, much of the rest of the world is 
’ increasing consumption of this valuable, clean-burning gasoline component. 
- We will continue to promote the merits of MTBE on a global basis. 


“yy 


With improving global economic conditions, limited net new methanol supply 
‘ over the next couple of years and the possibility of a sustained high natural 
gas price environment in North America, we remain optimistic about the 
supply and demand fundamentals for our industry. 


In the coming 12 months, we look forward to making the next “step change” 
in the quality of our asset base. By this time next year, Methanex will have 
the capability to produce nearly six millidn tonnes of low cost capacity from 

our production hubs in Chile and Trinidad alone — and this is expected to 
significantly i EAPrOve our cash flow Baus elo: 


Over the ten years that | have been with Methanex, | have seen our Company 
grow into the industry leader that it is today. In my new role, | look forward to 
our continued evolution as the world leader in methanol. 


On behalf of all of our employees, | thank you for your ongoing support. 


‘Bruce Aitken 


President & Chief Operating Officer 
March 5, 2004 
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2003 Corporate Events Review 


- FEBRUARY Following an independent expert’s final determination of the “economically recoverable” 

~ Maui natural gas reserves offshore New Zealand, we lost substantially all of our remaining 
contractual entitlements from the field — an. event that limited 2003 production from our 
New Zealand facilities to roughly 40% of capacity. 


As part of our long-standing commitment to return excess cash to shareholders, we paid a 
special dividend to shareholders of $0.25 per share. 


MAY . ° Through a previously negotiated fixed- -price optibn, we acquired the remaining 90% of the 
low cost, 850,000 tonne per year Titan methanol plant in Trinidad that we did not already 
own - combined with the 1.7 million tonne per year Atlas facility currently under construction, 
this establishes a production hub in this strategic location. 


JUNE NOVA Chemicals exited as our largest shareholder by selling 37.9 million Methanex 


shares through a secondary offering at $9.85 per share. We participated in NOVA’s exit by 
, repurchasing nine million shares from NOVA at the same price. 
JULY We improved future operating flexibility at our Kitimat methanol plant by acquiring the 


ammonia production assets of our site partner, Pacific Ammonia Inc. 


SEPTEMBER We began a process of Board renewal and were pleased to attract three new independent 
members to our Board — A. Terence Poole, Monica Sloan and John Reid. 


Pierre Choquette assumed the role of Chairman of the Board in addition to his responsibilities 
as CEO and Bruce Aitken was promoted to President and COO. 


Reflecting steady progress against our strategic goals and our confidence in the sustainability 
of improvements in the quality of our business, we increased our regular quarterly dividend 
to shareholders by 20%. 


We decided to not proceed with construction of a proposed 1.3 million tonne per year methanol 
plant in Western Australia as capital costs for the project escalated to an unacceptable level. 


NOVEMBER We wrote down the carrying value ($130 million) of our production assets in New Zealand and 
Alberta to reflect the changed economics for natural gas in both regions. 


DECEMBER We improved financial flexibility by amending a restricted payments covenant on our 2005 
bonds — the amendment effectively improves our ability to make future distributions to 
shareholders. 


We finalized a $250 million three-year revolving credit facility with a syndicate of banks to 
replace the expiring facility. 


We gained additional production flexibility by acquiring the methanol customer contracts 
and certain production rights related to Terra Industries’ 700,000 tonne per year methanol 
plant in Beaumont, Texas. 


ee 


2003 Financial Highlights 


(thousands $US) 2003 2002 
Revenue 1,394,450 1,008,792 
Cost of sales and operating expenses (1,002,853) (739,156) 
Depreciation and amortization (95,107) (111,289) 
Interest expense (38,815) (28,972) 
Interest and other income 13,843 10,365 
Unusual items' (179,185) (88,415) 
Income tax expense (84,825) | (24,911) 
NET INCOME 7,508 26,414 
Add non-cash items: 

Depreciation and amortization 95,107 111,289 
Future income taxes 45,239 8,446 
Non-cash unusual items’ 169,398 88,415 
Other 13,158 10,030 
CASH FLOWS FROM OPERATING ACTIVITIES” 330,410 244,594 
Increase (decrease) in cash and cash equivalents (133,524) 89,258 
Cash and cash equivalents, end of year 287,863 421,387 
Operating income 296,490 158,347 
EBITDA? 391,597 269,636 
2003 04 Q3 Q2 Q1 2002 

Sales Volumes (thousands of tonnes) 
Produced product 4,933 1328 21,200 1,211 (1,194 5,686 
Purchased product 1,392 399 350 332 311 809 
Commission sales* 254 - - 55 199 725 
6,579 1,727 1,550 1,598 1,704 7,220 


Average Realized Methanol Price 


$/tonne 220 204 216 240 223 155 
$/gallon 0.66 0.61 0.65 0.72 0.67 0.47 
Per Share Information 
Net income (loss) 0.06 (0.92) (0.06) 0.39 0.60 0.21 
Adjusted net income 1.52 0.24 0.27 0.39 0.60 0.89 
Cash flows from operating activities? 2.69 0.53 0.58 0.68 0.89 1:93 
Sales Volumes and Production (thousands of tonnes) Average Realized Methanol Price Adjusted Net Income (Loss)* and Cash Flows per Share® 
Sales @ Prod @ s/gallon $/tonne Nig Cre 
1994 4874 3,622 1994 0.87 288 1994 2.20 275 
1995 5,321 4,006 £995 0:67 222 iene OOS) Aa: 89 
1996 6137 4,455 1996 0.45 49 ci ee 1996 0.45 14 
1997, 6,903" *5,092 1997 0.56 187 SSS L997 AO 199 
1998 6,011 4,690 1998 0.36 120 [= 1998 (0.39) 0.27 
1999 6593 5,343 199930332 05 Bes 1999 (0.47) 0.09 
2000 6,771 6,007 2000 0.48 160 Say 2000 0.85 74 
2001, 7,390) 5:36 2001 0.52 He esSSSsazI 2001 (0'53 42 
2002 7,220 5,691 2002 0.47 55 [nse 2002 0.89 1:93 
2003 6,579 4,698 2003 0.66 220 | a 2003 1.52 2.69 
0) 0 
1 Unusual items include the New Zealand and Medicine Hat, Alberta asset impairment charges (2003), write-off of plant and equipment under development (2003), 
Fortier asset restructuring charge (2002) and site restoration adjustment (2002). 
2 Before changes in non-cash working capital and the utilization of prepaid natural gas. 
3 For a reconciliation of cash flows from operating activities to EBITDA refer to “Supplemental Non-GAAP Measures” on page 41. 
4 Effective May 1, 2003, we acquired the remaining interest in the 850,000 tonne per year Titan methanol facility (“Titan”). Prior to May 1, 2003, we had a 10% interest 
in Titan and marketed its entire production on a commission basis. 
5 Excludes unusual items as described in the Factbook at the end of this annual report. 
6 Cash flows from operating activities? divided by the weighted average number of common shares outstanding. 


Refer to the Factbook at the end of this annual report for additional financial highlights and other information about Methanex and the methanol industry. 
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The methanol industry experienced balanced to 
tight market conditions and strong pricing in 2003. 
What impact will the new capacity increments 
expected for 2004 in Trinidad, Iran and China have 
on the global supply/demand balance? 


fo) Mae eae Raymond James, Vancouver 


Looking ahead, we are optimistic that the favourable methanol market conditions enjoyed 
throughout 2003 will continue in 2004. We expect that the impact of planned new capacity 
additions is likely to be largely offset by further shut-downs of high cost North American 
production and growth in global methanol demand. 


Early in 2004, stronger demand (particularly in Asia), higher North American natural 
gas prices and low global inventories combined to create a tightening of market conditions 
and higher methanol prices. 


We expect that the 1.7 million tonne per year Atlas methanol facility in Trinidad — owned 
63.1 percent by Methanex - will be the first increment of new production this year. NPC in 
Iran is also planning for new capacity and our expectation is for this facility to commence 
production during the second half of 2004. Estimating new capacity additions in China is 
difficult, but we expect the impact of new additions in 2004 to be minimal. The combina- 
tion of small scale and remote inland locations contribute to a relatively high cost to serve 
the major Chinese coastal markets. 


As the methanol industry leader, we have taken several steps designed to provide our 
global supply chain with valuable flexibility both in the current tight market and as new 
capacity is brought to market in 2004. During this year, we hold certain production rights 
for the methanol plants owned by Lyondell and Terra Industries in Texas — these facilities 
have a combined annual capacity of 1.5 million tonnes. 


On the demand side, if you assume that global demand for methanol grows at historic 
rates, then our industry would need to add close to one million tonnes of new capacity per 
year just to keep pace with new demand. 


11 


1S 


How important is the Chinese market to Methanex 
and the methanol industry? Under what conditions 
would Methanex entertain becoming involved in a 
China-based methanol project? 


[Sam Kanes [fgeae Capital Markets, Toronto 


Many industries, including methanol, recognize the potential of the large and emerging 
Chinese market. As the country continues to develop and further emerges as a manufac- 
turing centre for the world, there will be ongoing investment in infrastructure, a growing 
demand for consumer and industrial products and an increased need for feedstocks such as 
methanol, which is used to manufacture many of the products that we rely on everyday. 


Today, demand for methanol in China is over four million tonnes per year — nearly 15 
percent of total world demand. We believe that historically strong growth rates in this 
country will continue, and by 2008, demand for methanol in China could exceed seven 
million tonnes per year. 


We are committed to maintaining our strong presence in the rapidly growing Asia Pacific 
marketplace. Today, due to the strength and flexibility of our global supply chain, we are 
able to supply Asian customers from our plants in New Zealand, Chile and Canada. We are 
presently focused on identifying our preferred options for long-term supply to China and 
the rest of the Asian market. Alternatives being considered include: 


¢ Building large, in-region methanol storage terminals — replicating the success of 
our investment in terminals in Korea. 
¢ Making a small equity investment (and obtaining full marketing rights) to new, 
in-region production. The Middle East and Southeast Asia offer the most promise 
in this regard. 
¢ Acquiring existing in-region production. 
Our estimated cash equity contribution to undertake one or a combination of these 


alternatives would be unlikely to exceed $100 million. In any case, our disciplined approach 
to capital investment will be applied as we evaluate and pursue our options. 
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Historically, high cost North American producers 
have set the floor price for methanol. How do 
you see that floor price mechanism changing as 
North American methanol capacity continues to 
shut down? 


eleesaee Suckingham Research Group, New York 


Given the significant methanol capacity located in North America and the position of these 
plants on the industry cost curve, the cash costs of North American producers — determined 
in large part by prevailing natural gas prices — have historically determined the floor price 
for methanol. 


It is important to note that strong methanol prices throughout 2003 and into early 2004 
were largely attributable to limited methanol supply, not just a response to high North 
American natural gas prices. 


As you point out, the amount of production coming from North America has been signifi- 
cantly reduced over the last few years, with over five million tonnes per year remaining 
— approximately 16 percent of total world supply. As new low cost capacity is added around 
the world, this North American capacity will eventually be reduced to a point where the 
region’s production costs, and consequently North American natural gas prices, will have 
little effect on the floor price of methanol. We believe this transition may take some time 
as a number of factors — such as demand growth rates and the timing of capacity additions 
- will determine the pace of change. 


Also, the methanol industry production cost curve is reasonably steep. Over time, we 
believe that other high cost facilities in regions of the world such as Eastern and Western 
Europe, China, Indonesia and Malaysia will replace North America in determining the floor 
price for methanol. In the long term, we believe that methanol pricing will be determined 
by industry reinvestment economics. 
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Can you provide an update on MTBE’s removal from 
commerce in California and the rest of the U.S.? 
How will this affect global demand for methanol? 


SvaFUM Ee adiia UBS Securities Canada, Toronto 


Lost demand for methanol stemming from the MTBE phase-out in the U.S. is unfortunate 
and unnecessary. However, the methanol market remains in reasonable balance today 
despite a significant amount of MTBE already being displaced. 


We believe that the phase-out of MTBE in California is substantially complete and that 
removal of the oxygenate in New York and Connecticut is well advanced. While we 
continue to promote the merits of MTBE globally, we plan on the basis that the remaining 
two million tonnes of methanol-equivalent demand per year in the U.S. will be reduced or 
possibly eliminated. 


lronically, while the United States seems focused on eliminating MTBE, much of the rest of 
the world is increasing consumption of this valuable, clean-burning gasoline component. 
In December 2001, the European Union confirmed the suitability and continued use of 
MTBE as a fuel component. In Asia, where many countries are still looking to replace lead in 
gasoline, MTBE provides an economically attractive choice. In fact, the Chinese government 
introduced new gasoline specifications in July 2003. Since that time, we have witnessed 
a significant increase in MTBE imports to China. Finally, we believe that the Middle East 
— home of significant MTBE production — represents future demand growth for MTBE as 
Iran and other countries in the region continue to implement new and improved standards 
for gasoline. 


Overall, we believe that demand growth for MTBE in other parts of the world, coupled 
with the traditional, steady non-MTBE demand growth for methanol, has made and 
will continue to make the issue of MTBE reduction in the U.S. a manageable one for the 
methanol industry. 
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Methanex has a strong balance sheet, including a 
significant amount of cash on hand. What are your 
plans for that cash? 


Del aW-Nale(texeam Salman Partners, Vancouver 


Methanex has a strong balance sheet. We closed 2003 with almost $300 million in cash 
and during the fourth quarter of 2003, finalized a $250 million three-year revolving credit 
facility to replace an expiring facility. We recognize that methanol is a cyclical industry, 
and it is important to maintain financial flexibility through price cycles. Consequently, we 
adopt a prudent approach to managing liquidity. 


We will continue to apply a balanced approach between reinvesting in our business, 
managing our balance sheet and returning excess cash to our shareholders. 


We have two very important projects under construction in Trinidad and Chile that will be 
completed over the next 12 months, and this is our first priority for our cash. We also look 
for opportunities in the methanol industry for investments that meet our hurdle rates of 
return, and in 2004 we will focus on options to underpin our market position in Asia. 


We also constantly review our balance sheet and think it makes sense during periods of 
strong cash flows to repay some debt. We are currently reviewing opportunities to acceler- 
ate the repayment of more than $100 million of project-related debt. 


A third and equally important element to our balanced approach to managing cash is 
returning excess cash to shareholders. We have built a strong track record for returning 
excess cash and over the past four years have distributed over $450 million to shareholders 
by way of regular dividends, a special dividend and share repurchases. During 2002, we 
instituted a regular dividend and increased this by 20% in 2003. As we bring the Trinidad 
and Chile expansions into production over the next 12 months, and the quality of our 
earnings improves, we will be in a position to review the level of the regular dividend. 
Also, assuming strong cash flows continue and the successful execution of our projects in 
Trinidad and Chile, we will likely have excess cash that could be returned to shareholders. 
Our current preference is to repurchase shares, and we would expect to do this through a 
normal course issuer bid. 
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Responsible Care 


Responsible Care, developed by the Canadian Chemical Producers’ Association (CCPA), is a risk minimization 
approach to operating a company — from product inception through production to ultimate disposal. 
While Responsible Care is really an ethic, the CCPA has developed guiding principles and six codes of 
practice to help member companies implement these risk-reducing management systems. Since its creation 
in the mid-1980s, Responsible Care has spread to chemical associations in nearly 50 countries. 


Fully integrated into Methanex’s values, Responsible Care is the umbrella under which we manage 
issues related to health, safety, environment, community involvement, and emergency preparedness 
at each of our facilities and locations. This ethic also guides decision-making related to our corporate 
development objectives. 


Methanex interprets Responsible Care as minimizing risk to people, the environment and the community 
throughout the development, manufacture, storage, transportation and distribution of methanol and 
the management of waste. The application of Responsible Care begins with our Board of Directors, where 
we have a Responsible Care Committee, and extends throughout our organization. Responsible Care is 
implemented through management systems that are documented by written policies and procedures. 
Management system effectiveness is measured using an audit process that we apply to all of our business 
operations. This process ensures ongoing compliance, identifies opportunities for improvement and 
provides for the sharing of company best practices. These audits often include third-party observers. 


Since voluntarily adopting Responsible Care, we have continually found ways to improve our performance 
in health, safety and the environment. We are ready to take the next logical step in Responsible Care by 
placing more attention on the social responsibility aspects of our business. Responsible Care helps us 
achieve strong financial performance, effective and innovative minimization of environmental impacts and 
improved quality of life in society, particularly in communities where our employees reside. 


Some of the countries in which we operate have different standards than those applied in North America. 
Our policy is to adopt the more stringent of either CCPA practices or local regulatory or association 
requirements at all of our facilities. 


Finally, our shareholders should also have a keen interest in Responsible Care as it adds value to our Company. 
Not only has it improved our business, won us customers and provided cost savings, but our commitment 
to Responsible Care also positions us to compete favourably within the global marketplace. Social 
responsibility and environmental consciousness are critical to business decisions as we go forward. 


Safety Performance 


The safety and health of people is of primary concern at all of our facilities. Each of our manufacturing 
sites has long-standing formal safety programs and we encourage the adoption of healthy lifestyles for 
employees at all of our workplaces. 


Our focus is on continually improving safety performance. Our overall recordable injury rate continues to 
compare favourably with industry peers, and in Canada, for example, we won — for the second year in 

a row — the CCPA SHARE (Safety and Health Analysis Recognition and Exchange) Award for “Excellence in 
Safety”, which recognizes consistent improvement against peer companies over five consecutive years. 
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choice 


Methanex Recordable Injuries Frequency Rate (includes contractors)’ 


1998 5 
1999 1.87 RRR 
2000 1.18 lpeachanea oe 
2001 0.91 PeSeat 
2002 0.97 eS] | 
2003 1.05 ee | 

0 1.24, 


2003 SHARE average for Group III (employees only)? 


1 2003 Methanex Recordable Injuries Frequency Rate for employees only was 0.83. 
2. Group Ill companies are CCPA member companies whose employees collectively work more than one million hours per year. 


The ‘recordable injury’ (RI) frequency rate is the most readily comparable safety measure throughout the 
chemical industry. This rate is defined as ‘recordable injuries per 200,000 exposure hours’, where exposure 
hours are the total number of hours worked. Ris include incidents that require medical attention or result 

in restricted work, as well as lost-time injuries (LTI). An LTI is recorded when a person is unable to return to 
work the day following an injury. In 2003, one LTI was recorded among Methanex employees. Our employees 
in manufacturing have once again delivered record performance in terms of minimizing Rls and LTls. 


Environmental Performance 


Our product, methanol, is readily biodegradable and therefore poses very little long-term risk to the 
environment if accidentally released. As well, the methanol production process generates little solid and 
liquid waste; the major emission generated is carbon dioxide (CO2). 


The amount of CO2 generated by the methanol production process depends upon the production technology 
(and hence often the plant age), the feedstock and any export of by-product hydrogen. The emissions 
produced are typically low pressure and difficult to recover, and the process has thermodynamic constraints. 


Methanex CO2 Emissions (tonnes CO2 per tonne methanol) 


1994 0.88 eee 
1995 0.84 Pa Ee 
1996 0.92 RRC eS) 
1997 0.79 PA Ra 
1998 0.75 [S50 2 Dae Gl Eee 
1999 0.69 RIT 
2000 0.64 ia 
2001 0.67 REA ae 
2002 0.69 Pes i les aie AL) 
2003 0.68 iiGn nana 
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We actively support the CCPA, which encourages industry to voluntarily reduce both energy consumption 
and CO2 emissions. Where national voluntary reduction programs exist, we participate fully. 
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Awards 


One indicator of the success of Methanex’s commitment to safe working environments is recognition 
from other like-minded organizations. Over the past several years, we have been awarded many national 
and industry safety awards. 


During 2003, the Chilean Safety Association presented Methanex Chile with its 2002 Merit Award for 
outstanding safety performance over the previous three years. 


Responsible Care in Action 
Preventing Leaks in Railcars 


In previous years, we have reported on the efforts made to reduce the number of incidents involving 
methanol leaks from railcars in our North American fleet. Our focus on this issue has reduced the frequency 
of this type of incident. In 2001, we recorded 22 incidents and in 2002 we recorded seven incidents. In 2003, 
we recorded two incidents from close to 6,500 railcar shipments. Although proud of this achievement, 

our ongoing and ultimate goal is total elimination of these incidents. 


Educating Customers, Suppliers and Carriers 


Another key part of Methanex’s Responsible Care commitment is incident prevention and, to improve our 
performance in this regard, we share “best safety practices” on a global basis. We have developed a CD- 
based training module that covers basic elements of methanol safety and handling and our employees 
around the world use this tool to help educate new employees, customers and suppliers in the proper 
handling and use of our product. 


Social Investment 


Methanex and its employees have continued to make significant investments in the communities where 
we live and work, contributing more than $660,000 in 2003. 


Promoting Local Skills Development 


With Trinidad becoming a major production centre for Methanex, the principles of Responsible Care have 
become an integral part of the daily operations at both the Atlas and Titan plants. We are working with the 
Trinidad and Tobago Institute of Technology (TTIT), a campus of the National Energy Skills Centre (NESC), 
to ensure that educational programs are in place to educate and train present and future employees, 
suppliers and contractors. 


During the year, Methanex was actively involved in supporting NESC/TTIT with two separate donations: 
one to implement diploma, certificate and degree programs in Petroleum, Mechanical and Electrical 
Engineering, and the other to underwrite improvements to safety training programs for current and future 
trades employees in Trinidad. Instruction ranges from site safety and security to the safe operation of hand 
and power tools. Our emphasis on job safety is intended to reduce the frequency and severity of worker 
injuries and unplanned shutdowns — ultimately increasing plant operating reliability and efficiency. 
These new programs will help our facilities in Trinidad to achieve those goals. 
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Corporate Governance 


Corporate governance has become an important public policy issue. Corporate governance means having in 
place processes and structures that provide proper direction and management of the business and affairs of a 
company. Good corporate governance is critical to a company’s effective, efficient and prudent operation. 


Sound and effective corporate governance is a priority for Methanex — we consider it essential to the long- 
term success of our Company. Our corporate governance policies are designed to ensure the independence 
of our Board of Directors and its ability to effectively supervise management’s operation of the Company. 
Board independence ensures that Methanex is managed for the long-term benefit of our major 
stakeholders, and, in particular, our shareholders. 


In addition, we place great importance on our internal control and compliance processes. These include 
strong management oversight, internal and external audits and enforcement of our Code of Business 
Conduct, which promotes the highest of ethical standards across the organization. These processes fully 
comply with current regulatory requirements that we are subject to in Canada and the United States. 


Major Corporate Governance Developments at Methanex in 2003 


During 2003, we made a considerable number of improvements to our system of corporate governance: 
e Created a free-standing Corporate Governance Committee of the Board. 


e Named Mr. David Morton as Lead Independent Director, responsible for chairing the Corporate 
Governance Committee and leading regularly-scheduled sessions of the independent directors. 


¢ Updated our Code of Business Conduct, which provides our directors and employees with a set of 
standards to promote ethical and honest behavior. 


¢ Reinforced our policy concerning the full, fair, timely, accurate and understandable disclosure of 
information about our business. 


e Established a confidential “whistleblower” hotline allowing employees to report suspected ethics 
violations, including those relating to questionable accounting or auditing matters. 


e Named Mr. A. Terence Poole as the “audit committee financial expert.” 
Established a set of Corporate Governance Principles to assist the Board in carrying out its responsibilities. 


¢ Provided for greater transparency of our governance systems and values through planned disclosure on our | 
website (www.methanex.com), including the Methanex Code of Business Conduct — our Code of Ethics. 


¢ Established a new policy that precludes Methanex from retaining its external auditors for prohibited 
consulting services, and requiring all permitted non-audit services to be pre-approved by the 
Audit Committee. 


¢ Formalized our insider trading policy, including establishing blackout periods when insiders are 
prohibited from trading in Methanex securities. 


* Stock option grants were eliminated for directors and significantly reduced for management and were 
replaced with non-dilutive grants of restricted share units. 
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Board of Directors 


Our Board supervises the management of our business and approves the overall policies under which we 
operate. In addition, the Board evaluates our strategic direction and planning process and participates in 
developing and approving our strategic plan. 


The Board approves our approach to significant business issues and corporate plans as well as major 
transactions such as acquisitions, divestitures, financing, significant capital expenditures and human 
resource matters. 


Our directors have a wealth of experience that is relevant to our business. This includes experience with 
various commodities including chemicals, forest products, natural gas and metals, as well as finance, 
international business, government relations and information technology. 


Our directors are kept informed of the performance of our operations at regularly scheduled meetings of 
the Board and its Committees, through reports and analyses prepared by management and by professional 
advisors. During 2003, our Board met formally on ten occasions and there were also 17 Committee 
meetings. The overall director attendance rate at these meetings was 93 percent. 


Our management, especially Mr. Pierre Choquette, Chairman and Chief Executive Officer, and Mr. Bruce 
Aitken, President and Chief Operating Officer, communicate and meet frequently with our directors on 
an informal basis. 


Committees of the Board of Directors 


During 2003, the Board had five standing Committees, each having a formal mandate with delegated 
responsibilities and instructions to perform advisory functions and make reports and recommendations to 
the Board. Each Committee conducts an annual self-assessment of its performance against its mandate. 


Audit, Finance and Risk Committee 
Brian D. Gregson — Chair 

R.J. Jack) Lawrence 

A. Terence Poole 

John M. Reid 

Graham D. Sweeney 


The Audit, Finance and Risk Committee meets with our executive and financial officers and our independent 
auditors to review (among other matters) financing, financial reporting, controls and procedures, audit 
procedures and plans, risk management, the investment of Company pension funds and our disclosure 
documents. This Committee met on seven occasions in 2003. 


Corporate Governance Committee 
David Morton — Chair 

Robert B. Findlay 

R.J. Jack) Lawrence 

John M. Reid 

Anne L. Wexler 


The Corporate Governance Committee is responsible for the composition, performance, compensation and 
governance of the Board and the Committees. It is also responsible for taking a leadership role in shaping 
the corporate governance of the Company. This Committee met on two occasions in 2003. 
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Human Resources Committee 
Robert B. Findlay — Chair 

R.J. Jack) Lawrence 

David Morton 

Monica E. Sloan 

Anne L. Wexler 


The Human Resources Committee reviews matters that include senior management appointments, 
succession planning, compensation and performance. This Committee approves the written annual 
corporate objectives of our CEO and COO and reviews their performance relative to those objectives. 
This Committee met on four occasions in 2003. 


Responsible Care Committee 
Graham D. Sweeney — Chair 
Robert B. Findlay 

Brian D. Gregson 

Monica E. Sloan 


The Responsible Care Committee is responsible for the environment and occupational health and safety 


matters that impact significantly on the Company. This Committee met on two occasions in 2003. 


Public Policy Committee 
Anne L. Wexler — Chair 
David Morton 

A. Terence Poole 
Graham D. Sweeney 


The Public Policy Committee is responsible for government relations, social investment and public affairs 
issues that impact significantly on the Company. This Committee met on two occasions in 2003. 


Board, Employee and Shareholder Alignment 


We believe the alignment of Board, employee and shareholder interests promotes good corporate 
governance. Incentive plans, including stock-based compensation, are one of the most common forms of 
alignment, but we have also implemented other alignment plans and guidelines. 


Share ownership guidelines for the Board and executive officers are as follows: 

¢ Directors to own shares valued at 200 percent of the annual retainer 

e CEO to own shares valued at 500 percent of annual base salary 

* COO to own shares valued at 400 percent of annual base salary 

¢ Other executive officers to own shares valued at 300 percent of annual base salary 


Share ownership guidelines have also been extended to certain other management positions. The guidelines 
are expected to be achieved within specified periods. 
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Directors, executive officers and management are eligible to receive long-term incentive Restricted Share 
Units (RSUs). RSUs are a notional grant of shares. Commencing in 2003, executive officers elect to receive 
50% or 100% of the value of their annual long-term incentive award in the form of RSUs, which are non- 
dilutive to shareholders. The CEO and all executive officers will receive 100% of the value of their 2004 
long-term incentive award in the form of RSUs. Non-executive directors are granted RSUs as part of their 
director’s compensation, replacing a grant of stock options. RSUs granted in 2004 will vest on December 1, 
2006. Upon vesting, RSUs are redeemed at a value based on the trading price of the Company’s shares. 
The RSU plan is being extended to certain other management positions in 2004. RSUs are considered when 
determining whether an individual is meeting share ownership guidelines. 


Directors and executive officers may participate in the Company’s Deferred Share Unit (DSU) Plan. DSUs 

are notional grants of shares whose value is redeemable only after an individual ceases to be a director or 
the executive officer ceases employment with the Company. Directors elect annually to receive up to 100% 
of their retainer and meeting fees as DSUs. Directors may also elect to receive DSUs as their long-term 
incentive. Executive officers may elect annually to receive up to 100% of their short-term incentive payment 
as DSUs. Executive officers may also elect to receive DSUs as their long-term incentive. DSUs are considered 
when determining whether share ownership guidelines are being met. The majority of our directors 
participate in the DSU Plan. 


We have an employee share purchase plan that encourages share ownership for all of our employees. At the 
end of 2003, 90% of our employees were shareholders through this plan. 


All employees are eligible for annual short-term incentive payments. The incentive payment depends on 
individual and Company performance, and increases with organizational responsibility. In 2003, incentive 
payments were made commensurate with achieving pre-agreed objectives. 


At December 31, 2003, directors and executive officers held approximately two million Methanex shares, 
DSUs and RSUs. 
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Management’s Discussion & Analysis 


At March 5, 2004, we had 121,594,542 common shares issued and outstanding and stock options exercisable for 4,648,650 
additional common shares. 


INDEX 
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This Management’s Discussion and Analysis should be read in conjunction with our consolidated financial 
statements and the accompanying notes for the year ended December 31, 2003. Except where otherwise 
noted, all dollar amounts are stated in United States dollars. Additional information relating to Methanex, 
including our Annual Information Form, is available on SEDAR at www.sedar.com. 


OVERVIEW 


Methanol is a liquid commodity chemical produced primarily from natural gas. Approximately 80 percent of 
all methanol is used to produce formaldehyde, acetic acid and other chemical derivatives for which demand 
is influenced by levels of global economic activity. The remainder of all methanol is used in the fuel sector 
principally to produce the gasoline additive MTBE, for which demand is driven by air quality improvement 
legislation and levels of gasoline demand. 


We are the world’s largest producer and marketer of methanol. We operate methanol production facilities 
in Chile, Trinidad, New Zealand and Canada. In addition, we source additional methanol produced by 
others either on a contract basis or on the spot market in order to meet customer needs and support our 
marketing efforts. We believe our global positioning, including our extensive network of storage terminals 
and world-class expertise in the global distribution of methanol, is a competitive advantage. 


OUR STRATEGY 


Our primary objective is to create value through maintaining and enhancing our leadership in the production, 
marketing and delivery of methanol to our customers. The key elements of our strategy to achieve this 
objective may be summarized as follows: 


Low Cost Structure 


The most significant components of our costs are natural gas for feedstock and distribution costs associated 
with delivering methanol to customers. 


An important element of our strategy is to ensure security of natural gas supply at favourable prices. Over 
time, we have been reducing our reliance on North American production, where natural gas is purchased on 
a short-term basis and prices are extremely volatile, by selecting locations for new facilities where we can 
purchase natural gas through long-term contracts with favourable pricing. 
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Chile represents our largest production hub with three methanol plants and current annual production 
capacity of three million tonnes. We purchase all of our natural gas requirements for our Chilean facilities 
through favourably priced long-term take-or-pay supply contracts. The purchase price for natural gas 

is adjusted by a formula related to methanol prices and this enables our facilities in Chile to be very 
competitive at all points throughout the methanol price cycle. We are currently expanding our operations in 
Chile with the construction of Chile IV, an 840,000 tonne per year methanol plant, which is expected to be 
completed in early 2005. In addition to favourable natural gas contracts, recent free trade agreements now 
provide for duty-free supply from Chile to North America and the European Union. 


Trinidad is our second largest production hub and this strategic location benefits from abundant sources 

of natural gas and duty-free access to North America and the European Union. The 850,000 tonne per year 
Titan Methanol Company facility (“Titan”) commenced operations in 2000. Prior to May 2003, we hada 
10% interest in Titan and marketed its entire production on a commission basis. Effective May 1, 2003, we 
acquired the remaining 90% interest in Titan by exercising a fixed-price option. We are pleased with Titan’s 
operating results during 2003 and believe that we have created significant shareholder value by exercising 
a fixed-price option during a period of high methanol prices. 


Together with BP, we are currently constructing Atlas, a 1.7 million tonne per year methanol facility in 
Trinidad located adjacent to Titan. Atlas is expected to be completed during the second quarter of 2004. 
We have a 63.1% joint venture interest in Atlas and will market 100% of its production. Similar to our 
Chilean operations, Atlas and Titan are underpinned by favourably priced long-term take-or-pay natural gas 
contracts that are adjusted by formulas related to methanol prices. 


We are also focused on reducing our ocean shipping and other distribution costs. We seek to use larger 
vessels where possible and to maximize the utilization of our shipping fleet in order to reduce costs. We 
take advantage of prevailing conditions in the shipping market by varying the type and length of term of 
our ocean shipping contracts. We are investigating the opportunity to increase the number of in-market 
storage terminal facilities, particularly in Asia, to further improve the efficiency and cost-effectiveness of 
servicing our customers. We also look for opportunities to enter into product exchanges to reduce duty 
and other distribution costs. 


Global Industry Leadership 


We sell methanol through an extensive global marketing and distribution system. We believe this has enabled 
us to become the largest supplier of methanol to each of the major international markets of North America, 
Asia Pacific and Europe, as well as Latin America. 


We have played a role in the consolidation of the methanol industry and have positioned ourselves as the 
supplier of choice for global methanol consumers as they face the decision of producing or purchasing their 
methanol feedstock requirements. Over the past few years we have permanently shut down 1.7 million 
tonnes of our own higher-cost capacity. Other producers have also shut down plants and this has allowed 
us to enter into long-term supply contracts and gain new customers. In 2002, we completed a long-term 
exclusive agreement with Lyondell Chemical to supply their methanol requirements in North America and 
Europe, and we gained certain production rights for their methanol plant in Texas during 2004. In 2003, 
we acquired certain production rights for Terra Industries’ methanol facility located in Texas until the end 
of 2008 and the related methanol customer contracts. Through the production rights agreements with 
Lyondell and Terra we are able to determine the level of production from these facilities, which have a 
combined annual capacity of approximately 1.5 million tonnes. These arrangements provide our supply 
chain with valuable flexibility as we bring two important increments of low cost capacity in Trinidad and 
Chile to market over the next year. 
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Operational Excellence 


Our focus on operational excellence includes excellence in our manufacturing process, in the leadership of 
our human resources and in the management of our finances. 


In order to differentiate ourselves from our competitors, we strive to be the premier operator in all aspects 
of our business. We believe that reliability of supply is critical to the success of our customers’ businesses 
and our goal is to deliver methanol reliably and cost-effectively. Through our Responsible Care program, 
we believe we have achieved an excellent overall environmental and safety record at all of our facilities 
and have reduced the likelihood of unplanned shutdowns and lost-time incidents. By maintaining and 
improving our plant operating reliability, as a result of our focus on operational excellence, we believe we 
have become a preferred supplier of methanol globally. 


We operate in a highly competitive cyclical industry. Accordingly, we believe it is important to maintain 
financial flexibility throughout the methanol price cycle and we have deliberately adopted a prudent 
approach to our liquidity. We have similarly established a disciplined approach to capital spending and have 
set minimum target return criteria for methanol capacity additions and other investments. We are focused 
on financial discipline and value creation. 


HOW WE ANALYZE OUR BUSINESS 


Our operating results are affected by the market price for methanol, our production volumes and related 
costs of production and distribution and, to a lesser extent, the margins we earn on the sale of 
purchased methanol. 


We believe that our results of operations are best examined by analyzing changes in the components of 
our operating income, interest expense, interest and other income, unusual items and income taxes. The 
margin characteristics of our sales of purchased methanol and our sales of produced methanol are very 
different and therefore we believe that separate discussion of the revenue and cost of sales line items 

is less meaningful. The discussion of purchased methanol and its impact on our results of operations is 
more meaningfully discussed on a net margin basis, because the cost of sales of purchased methanol 
consists principally of the cost of the methanol itself, which is directly related to the price of methanol 

at the time of purchase. The cost for purchased methanol also includes allocated storage and handling 
costs. The discussion of produced methanol is more meaningful if we separately analyze the individual 
elements that impact operating income. These elements are selling price and sales volumes, total cash cost 
(which is included in cost of sales and operating expenses in the income statement) and depreciation and 
amortization. Total cash cost includes cash production and distribution costs (which we call delivered cash 
cost) and selling, general and administrative expenses. 
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FINANCIAL HIGHLIGHTS 


($ MILLIONS EXCEPT AS NOTED) 2003 2002 
Sales volumes (thousands of tonnes): 

Company produced 4,933 5,686 

Purchased 1,392 809 

Commission sales’ 254 725 

6,579 7,220 

Average realized methanol price ($ per tonne) 220 155 
Revenue 1,394 1,009 
Net income 8 26 
Income before unusual items (after-tax) 187 al 
Operating income 296 158 
Cash flows from operating activities’ 330 245 
EBITDA* 392 270 
Basic and diluted net income per share 0.06 0.21 
Basic income before unusual items (after-tax) per share” 1.52 0.89 
Number of common shares outstanding at December 31 

(millions of shares) 120 126 
Weighted average number of common shares outstanding 

(millions of shares) 123 127 


ie eS ee 


1 Commission sales includes production that we marketed on a commission basis from the 850,000 tonne per year Titan Methanol 


Company facility in Trinidad prior to our acquisition of this facility on May 1, 2003. 


> Unusual items include items that are considered by management to be non-operational and/or non-recurring. For a reconciliation 
of net income to income before unusual items (after-tax) and the basis for the calculation of basic income before unusual items 


(after-tax) per share, refer to “Supplemental Non-GAAP Measures” on page 41. 
3. Before changes in non-cash working capital and the utilization of prepaid natural gas. 


4 EBITDA differs from the most comparable GAAP measure, cash flows from operating activities, primarily because it does not include 
changes in non-cash working capital and the utilization of prepaid natural gas, cash flows related to interest, income taxes, asset 
restructuring charges and other unusual items. For a reconciliation of cash flows from operating activities to EBITDA, refer to 


“Supplemental Non-GAAP Measures” on page 41. 


OUR RESULTS OF OPERATIONS 


For the year ended December 31, 2003, net income was $8 million compared with $26 million for 2002. 
Income before unusual items (after-tax) in 2003 was $187 million compared with $112 million in 2002. 


For a description and analysis of unusual items recorded in 2003 and 2002 refer to Unusual Items on page 31. 
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Production Summary 


The following table details the annual operating capacity and production for facilities that operated in 2003. 


ANNUAL 

(THOUSANDS OF TONNES) OPERATING CAPACITY 2003 2002 

Chile |, Il and III (Chile) 3,000 2,704 293) 

Titan (Trinidad) 850 577 _ 

Motunui & Waitara Valley (New Zealand) 2,430 968 2,281 

Kitimat (Canada) 500 449 478 
6,780 4,698 5,691 


EEE 


In addition to the facilities listed in the table above, we currently have idled facilities in Medicine Hat 
(Alberta, Canada) and Fortier (Louisiana, USA), which have been idled since July 2001 and March 1999, 
respectively. These facilities are now permanently shut down. 


During 2003, we had planned and unplanned shutdowns at our facilities in Chile and this resulted in lower 
production compared with 2002. 


Titan was acquired effective May 1, 2003 and operated at 102% of annual operating capacity in 2003 
subsequent to acquisition. 


The Maui natural gas field has been the primary source of natural gas for our New Zealand facilities. A 
contractual process was initiated in December 2001 to re-determine the economically recoverable reserves 
in the Maui field. On February 6, 2003, a final determination report of the economically recoverable 
reserves in the Maui field was released and based on this report we lost substantially all of our remaining 
contractual entitlements from this field. Based on contracted natural gas and additional natural gas that 
we believe we will contract, we expect 2004 production from our New Zealand facilities to be between 0.5 
million tonnes and 1.0 million tonnes. In addition, the price we will pay for natural gas in New Zealand will 
be higher in 2004 compared with 2003. 


Operating Income 


2003 operating income was $296 million compared with $158 million in 2002. The increase in operating 
income of $138 million resulted from: 


2003 VS. 2002 ($ MILLIONS) 
Higher realized price of produced methanol’ 325 
Higher total cash cost” (110) 
Lower sales volume of produced methanol? (61) 
Lower margin on the sale of purchased methanol* (32) 
Lower depreciation and amortization? 16 

138 


oo eee 


1 Calculated as the difference in the selling price of methanol that we produce multiplied by the sales volume of produced methanol 
in the current year. 

2 Calculated as the difference in delivered cash cost per tonne multiplied by the sales volume of produced methanol in the current 
year plus the change in selling, general and administrative expenses. 

3 Calculated as the difference in the sales volume of methanol that we produce multiplied by the difference between the selling price 
and delivered cash cost per tonne for the prior year. 

4 Calculated as the difference in the margins earned on the sale of purchased methanol. 

5 Calculated as the difference in depreciation and amortization. 
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Higher Realized Price of Produced Methanol 


METHANEX AVERAGE REALIZED PRICE 2002-2003 ($ per tonne) 


2002 2003 


The average realized price for 2003 was $220 per tonne compared with $155 per tonne in 2002. The higher 
average realized price in 2003 increased operating income by $325 million compared with 2002. Consistent 
with general economic conditions, methanol prices were low during the first part of 2002. Methanol prices 
increased throughout 2002 as a result of planned and unplanned methanol plant outages. Continuing 
industry supply constraints resulted in tight market conditions and high methanol prices during 2003. 
These supply constraints include the loss of approximately 1.5 million tonnes of our own production 

in New Zealand as a result of the Maui natural gas field re-determination. Strong industry operating 
performance and slightly lower North American natural gas prices resulted in balanced market conditions 
and slightly lower methanol prices during the second half of 2003. We believe overall industry demand for 
2003 remained consistent with 2002 as the impact of the phase-out of MTBE by California, New York and 
Connecticut gasoline producers was offset by increases in demand for methanol for MTBE elsewhere in 
the world as well as increases in demand for methanol for other chemical derivatives. 


Higher Total Cash Cost 


Our total cash cost was higher in 2003 compared with 2002 and this resulted in decreased operating 
income of $110 million. The primary changes in total cash costs were as follows: 


2003 VS. 2002 ($ MILLIONS) 
Higher natural gas costs 73 
Higher logistics costs 13 
Higher costs resulting from higher methanol prices 9 
Impact of production mix on average cash costs 10 
Other, net 5 

110 


Higher Natural Gas Costs 

Higher natural gas costs decreased operating income by $73 million in 2003 compared with 2002. We purchase 
_ natural gas for our North American facilities on a short-term basis. North American gas prices are set in 

a competitive market and can fluctuate widely. Costs for natural gas were higher for our Kitimat facility 

in 2003 compared with 2002 and this decreased operating income by $33 million. Natural gas costs for 

our Chilean facilities are adjusted by a formula related to methanol prices. Higher natural gas costs in 

Chile, resulting from higher average methanol prices in 2003, decreased operating income by $27 million 

compared with 2002. As a result of the Maui gas field re-determination, we utilized higher cost gas in New 

Zealand for 2003 and this decreased operating income by $13 million. 
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Higher Logistics Costs 


Logistics costs were higher in 2003 compared with 2002 and this decreased operating income by $13 million. 
Logistics costs increased primarily as a result of higher fuel costs for our ocean vessels and changes in 
shipping patterns due to reduced production in New Zealand. 


Higher Costs Resulting from Higher Methanol Prices 


We incur costs, in addition to natural gas, that are related to methanol prices. As a result of higher methanol 
prices in 2003 compared with 2002, these costs increased and this decreased operating income by $9 million. 


Impact of Production Mix on Average Cash Costs 


In addition to factors that increase or decrease cash costs at each of our manufacturing facilities and our 
logistics costs, our total cash costs per tonne of produced product sold is impacted by the proportion of 
production we sell from our low cost facilities. As a result of lower production and a lower proportion of 
sales from our low cost facilities in 2003, our operating income decreased by $10 million compared with 
2002. The decrease is primarily a result of lower sales of New Zealand product due to the re-determination 
of the Maui natural gas field. This impact was partially offset by the acquisition of Titan in May 2003. 


Lower Sales Volume of Produced Methanol 


Our sales volume of produced methanol in 2003 has been impacted by lower production from our facilities 
in New Zealand; however, sales of production from Titan acquired in May 2003 have partially offset this 
impact. Lower sales volume of produced methanol decreased operating income for 2003 by $61 million 
compared with 2002. 


Lower Margin on the Sale of Purchased Methanol 


We purchase methanol at market prices in order to satisfy customer requirements. As a consequence, 

we incur holding gains or losses on the resale of this product depending on the methanol price at the time 
of resale. The cost for purchased methanol also includes allocated storage and handling costs. In 2003, 

we incurred a loss of $40 million on the sale of approximately 1,392,000 tonnes of purchased methanol 
compared with a loss of $8 million on the sale of approximately 809,000 tonnes of purchased methanol in 
2002. Allocated storage and handling costs, which are included in the cost of purchased methanol, were 
$10 million in 2003 compared with $5 million in 2002. 


Lower Depreciation and Amortization 


Depreciation and amortization expense was $95 million in 2003 compared with $111 million in 2002. 
Depreciation expense was lower due primarily to reduced sales volume of produced methanol. In addition, 
we wrote off our Fortier facility at the end of 2002 and this has resulted in lower depreciation expense 

for 2003. 


Interest Expense 


($ MILLIONS) 2002 
Interest expense before capitalized interest 59 38 
Capitalized interest (20) (9) 

39 29 


The increase in interest expense relates primarily to an increase in the level of long-term debt. 
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Interest and Other Income 


Interest and other income was $14 million in 2003 compared with $10 million in 2002. 


Unusual Items 


($ MILLIONS) 2003 2002 

Asset restructuring charges 139 SAMS, 

Write-off of plant and equipment under development 40 = 

Site restoration adjustment _ (27) 

179 88 
SS 


During 2003, we recorded a non-cash asset impairment charge of $130 million to write down property, plant 
and equipment and related assets in New Zealand and Medicine Hat, Alberta. We also incurred costs and 
made payments of $9 million, primarily for employee termination benefits to reduce the workforce at our 
New Zealand operations by approximately 82 employees and for costs to re-mothball the Medicine Hat 
facility. The Medicine Hat facility has been idled since 2001 and was readied for a potential start-up in 2003. 
The asset restructuring charges reflect changed economics for natural gas in both New Zealand and North 
America and complete the restructuring of our assets not supported by long-term low cost natural 

gas supply. 


During 2003, we also recorded a $40 million write-off of plant and equipment under development as a 
result of our decision to not proceed with the construction of a methanol plant in Western Australia. 


During 2002, we recorded a non-cash asset restructuring charge of $115 million related to the write-off of 
our Fortier, Louisiana facility, which has been idled since March 1999. The Fortier asset restructuring charge 
was partially offset by a non-cash $27 million reduction in the accrual for site restoration for our New 
Zealand facilities. 


Income Taxes 


Unusual items recorded in 2003 and primarily all of the unusual items recorded in 2002 did not attract 
accounting income taxes. These unusual items were recorded in the United States, New Zealand and 
Australia, where accounting income and losses have not attracted significant accounting income taxes due 
to the existence of unrecognized tax benefits. As a result of higher unusual items recorded in 2003, the 
effective income tax rate was 92% compared with 49% in 2002. 


Excluding the impact of unusual items, the effective income tax rate for 2003 was 31% compared with 20% 
for 2002. As a result of the reduction in our natural gas entitlements in New Zealand, and the resulting 
lower production levels, we earned a higher proportion of our 2003 earnings from product produced in 
Chile, where we record accounting income taxes, and this resulted in a higher effective income tax rate 
compared with 2002. 
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LIQUIDITY & CAPITAL RESOURCES 


Cash Flow Highlights 


($ MILLIONS) 2003 2002 
(SS RB I ES 


CASH FLOWS FROM OPERATING ACTIVITIES 


Cash flows from operating activities’ 330 245 
Changes in non-cash working capital 

and utilization of prepaid natural gas 31 (55) | 

361 190 
CASH FLOWS FROM FINANCING ACTIVITIES 
Proceeds on issue of long-term debt 47 298 
Repayment of long-term debt (41) (150) 
Shares repurchased (89) (56) 
Dividend payments (59) (13) 
Other, net 4 (9) 
(138) 70 

CASH FLOWS FROM INVESTING ACTIVITIES 
Acquisition of Titan Methanol Company, net of cash acquired (74) = 
Capital maintenance, turnarounds and catalyst 

and other capital expenditures” (37) (21) 
Plant and equipment under construction or development” (204) (146) 
Other, net (41) (4) 

(356) (171) 

Increase (decrease) in cash and cash equivalents (133) 89 
Cash and cash equivalents, end of year 288 421 


1 Before changes in non-cash working capital and the utilization of prepaid natural gas. 
2 Including the change in accounts payable and accrued liabilities related to capital expenditures. 


Cash Flows from Operating Activities 


Cash flows from operating activities before changes in non-cash working capital and the utilization of prepaid 
natural gas were $330 million in 2003 compared with $245 million in 2002. The increase relates to higher 
operating income before depreciation and amortization, offset partially by the resulting increase in current 
income taxes and also higher interest expense. 


The increase in cash flows from operating activities related to changes in non-cash working capital for 2003 
of $31 million was primarily due to increases in accounts payable and accrued liabilities related to costs 
impacted by higher methanol prices and changes in the timing of payments. 
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Cash Flows from Financing Activities 


Proceeds on issue of long-term debt in 2003 relate to our proportionate share of proceeds received from the 
Atlas limited recourse debt facilities. 


Upon the acquisition of Titan in May 2003, we repaid $29 million of its limited recourse long-term debt. 
During 2003, we also made a scheduled payment of principal in the amount of $12 million. 


NOVA Chemicals sold its ownership interest in Methanex during 2003 at a price of $9.85 per share. The sale 
was completed in part through a secondary offering of 37.9 million shares and in part through a share 
repurchase by Methanex of the remaining 9.0 million shares, for a cost of $89 million. We believe that 
this targeted buyback was a good use of excess cash. We believe that these transactions benefited our 
shareholders by reducing the number of common shares outstanding while at the same time increasing 
the public float of our stock. 


We declare and pay dividends in United States dollars. During 2003, we paid total dividends of $59 million 
compared with $13 million in 2002. We initiated the payment of quarterly dividends of $0.05 per share in 
mid-2002 and during the third quarter of 2003, we announced a 20% increase in the quarterly dividend to 
$0.06 per share. In 2003, we also paid a special dividend of $0.25 per share. 


Cash Flows from Investing Activities 


In May 2003, we acquired the 850,000 tonne per year Titan Methanol Company facility in Trinidad for 
$74 million. 


Capital maintenance and other capital expenditures for 2003, including changes in related accounts payable 
and accrued liabilities, were $37 million compared with $21 million in 2002. The increase relates primarily to 
the timing of planned capital maintenance and capital expenditures for information systems. 


Plant and equipment under construction or development includes expenditures on the following projects, 
including changes in related accounts payable and accrued liabilities: 


($ MILLIONS) 2003 | 2002 
Atlas (Trinidad) 73 103 
Chile IV (Chile) 114 23 
Asia Pacific (Australia) 17 20 

204 146 


During 2003, our proportionate share of capital expenditures for the Atlas project was $73 million. The Atlas 
project is expected to be completed in the second quarter of 2004. We estimate that our proportionate 
share of remaining capital expenditures to complete the construction of Atlas, including capitalized 
interest and funding of a debt service reserve account, will be approximately $56 million and that these 
expenditures will be funded from cash generated from operations, cash and cash equivalents and the 
proceeds from the limited recourse debt facilities. At December 31, 2003, we estimate that our remaining 
cash equity contribution to complete the construction of Atlas and fund the debt service reserve account 
will be approximately $44 million. 


Chile IV, an 840,000 tonne per year expansion of our Chilean facilities, is expected to cost approximately 
$275 million, including capitalized interest of $25 million. As at December 31, 2003, total capital expenditures 
for the project were $142 million, including $6 million of capitalized interest. Construction of Chile IV is 
expected to be completed in early 2005. We anticipate that the remaining expenditures will be funded from 
cash generated from operations and cash and cash equivalents. 
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Over the period 2001 to 2003 we were developing a methanol facility in Western Australia. We incurred $17 
million in development costs during 2003 prior to our decision to not proceed with the project. High capital 
costs prevented the project from providing an acceptable return on investment for our shareholders and 
we abandoned the project and wrote off the development costs totaling $40 million. 


Other investing activities during 2003 primarily includes the cost of acquiring marketing and production 
rights in North America. We acquired certain production rights and exclusive rights to all methanol 
produced at Terra Industries’ 700,000 tonne per year methanol facility in Texas and the related methanol 
contracts for $25 million. We also paid $10 million to acquire Lyondell Chemical’s methanol customer 
contracts in North America, effective January 1, 2004. 


Summary of Contractual Obligations, Commercial Commitments and Off-Balance Sheet Arrangements 


The following table presents a summary of our contractual obligations and commercial commitments 
as at December 31, 2003: 


LESS THAN AFTER 

($ MILLIONS) 1YEAR 1-3YEARS 4-5 YEARS 5 YEARS TOTAL 
Long-term debt repayments Bil 314 68 3/5 778 
Repayments of other long-term liabilities Ip Dh 4 44 81 
Natural gas and related commitments Dalat 362 376 3,027 3,976 
Operating lease commitments 105 216 195 555 1,071 
Projects under construction 136 33 = == 169 

485 946 643 4,001 6,075 


Planned capital maintenance expenditures directed towards major maintenance, turnarounds and catalyst 
changes are not included in the above table. We estimate that the total cost for the capital maintenance 
program will be approximately $80 million for the three-year period to the end of 2006. 


We have a foreign exchange hedging program designed to limit our exposure to foreign exchange volatility 
and to contribute towards achieving strategic cost structure and revenue targets. At December 31, 2003, 

we have forward exchange contracts with a fair value of positive $31 million (see notes 16 and 17 to the 
consolidated financial statements). Gains and losses on forward exchange contracts are recognized as an 
adjustment to the related operating costs, revenue or capital expenditures when the hedged transactions 
are recorded. These contracts are not subject to rating triggers or margin calls and rank equally with all 

our unsecured and unsubordinated indebtedness. 


Except for forward exchange contracts, we do not have any off-balance sheet arrangements at December 
31, 2003 that have, or are reasonably likely to have, a current or future material effect on our results of 
operations or financial condition. 


Long-Term Debt Repayments 


We have $250 million of unsecured notes maturing in 2005. The remaining long-term debt repayments are 
for the minimum required principal repayments relating to the Atlas and Titan limited recourse long-term 
debt facilities. 
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Repayments of Other Long-Term Liabilities 


Repayments of other long-term liabilities represent minimum required contractual obligations or, if the 
timing is not known, management’s best estimate of the timing of repayment. 


Natural Gas and Related Commitments 


We have commitments under take-or-pay contracts to purchase annual quantities of natural gas supplies 
and to pay for transportation capacity related to these supplies. Take-or-pay means that we are obliged 
to pay for the natural gas regardless of whether we take delivery of the natural gas contracted. Such 
commitments are typical in the methanol industry. 


In Chile, we purchase all of our natural gas through long-term take-or-pay supply contracts. The majority of 
the natural gas for our Chilean facilities is purchased from suppliers in Argentina that are affiliates of major 
international petrochemical companies, with the remainder supplied by Empresa Nacional del Petroleo de 
Chile, the Chilean state-owned energy company. The purchase price of natural gas is based on a minimum 
United States dollar price adjusted by a formula related to methanol prices. The natural gas contracts for 
our Chilean facilities expire over the period from 2025 to 2029. 


In Trinidad, we have long-term take-or-pay supply contracts for natural gas. The purchase price of the natural 
gas is adjusted quarterly by a formula related to methanol prices. The Titan natural gas contract expires in 
2014 and the Atlas natural gas contract has a term of 20 years. 


In New Zealand, we purchase natural gas through take-or-pay and other purchase contracts reflecting the 
current market price for natural gas. 


We do not have commitments for natural gas expenditures in North America as we purchase natural gas 
ona short-term basis. However, we do have commitments related to payments for pipeline transportation 
capacity related to supplying our Kitimat facility. 


Operating Lease Commitments 


The majority of these commitments relate to time charter ocean shipping agreements with terms of up 
to 15 years. Time charter vessels meet approximately 70 percent of our ocean shipping requirements with 
the remainder of our requirements secured under a mix of contracts with terms of one to two years and 
through spot arrangements. We believe this structure provides an appropriate mix of shipping capacity, 
reflecting factors such as the location of our production facilities, the location and restrictions of the 
destination ports, and the risks associated with production, customer requirements and the general 
shipping market. 


Projects Under Construction 


Projects under construction include our proportionate share of the estimated construction costs and funding 
of a debt service reserve fund for Atlas and the estimated construction costs for Chile IV. The timing of these 
estimated expenditures is subject to change. These estimates do not include capitalized interest. 
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Liquidity and Capitalization 
We maintain financial policies that reflect the volatile and cyclical nature of methanol pricing. We focus on 
maintaining our financial strength and flexibility through prudent financial management. 


($ MILLIONS) 2003 umn See 
LIQUIDITY 
Cash and cash equivalents 288 421 
Undrawn credit facilities 250 291 
538 HNP 

CAPITALIZATION 
Unsecured notes 450 450 
Limited recourse debt facilities, 

including current portion 328 98 
Total debt 778 548 
Shareholders’ equity 784 904 
Total capitalization 1,562 1,452 
Total debt to capitalization’ 50% 38% 
Net debt to capitalization’ 38% 12% 


| SS SERRE 


1 Defined as total debt divided by total capitalization. 
2 _ Defined as total debt less cash and cash equivalents divided by total capitalization less cash and cash equivalents. 


Our cash balance at December 31, 2003 was $288 million. In December 2003, we finalized a $250 million 
three-year revolving credit facility replacing the expiring facility, allowing us to maintain our strong and 
flexible financial position. The revolving credit facility was undrawn at December 31, 2003. 


We improved our financial flexibility during 2003 by amending the restricted payments test in the covenants 
for our 2005 unsecured notes. We are able to pay cash dividends or make other shareholder distributions 
to the extent that Consolidated Net Worth (as defined in the indenture), which approximates our 
shareholders’ equity plus $200 million, is equal to or greater than $850 million. At December 31, 2003, 
Consolidated Net Worth was approximately $985 million. If Consolidated Net Worth is less than $850 
million, then the Company is limited to declaring and paying a maximum of $30 million of dividends in 
any twelve-month period. 


We believe that our current financial position, combined with our low cost production capacity, provides 
us with the financial capacity to carry out our capital maintenance spending program, fund our remaining 
cash equity contribution to complete the Atlas project, complete the construction of Chile lV and pursue 
new opportunities to enhance our strategic position in methanol. 


The credit ratings for our unsecured notes at December 31, 2003 were as follows: 


Standard & Poor’s BBB- (stable) 
Moody’s Investor Service Ba1 (stable) 
Fitch BBB (stable) 


Credit ratings are not recommendations to purchase, hold or sell securities and do not comment on market price or suitability for a 
particular investor. There is no assurance that any rating will remain in effect for any given period of time or that any rating will not be 
revised or withdrawn entirely by a rating agency in the future. 
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RISK FACTORS & RISK MANAGEMENT 


We believe our strategy of creating value through maintaining and enhancing our leadership in the 
production, marketing and delivery of methanol to our customers provides us with strategic advantages. 
However, as with any business, we are subject to risks that require prudent risk management. We believe 
the following risks to be among the most important in order to understand the issues that face our 
business and our approach to risk management. 


Commodity Price Volatility 


The methanol business is a highly competitive commodity industry and prices are affected by supply/ 
demand fundamentals. Methanol prices have historically been, and are expected to continue to be, 
characterized by significant volatility. New methanol plants are expected to be built and this will increase 
overall production capacity. Additional methanol supply can also become available in the future by re- 
starting idle methanol plants, carrying out major expansions of existing plants or debottlenecking existing 
plants to increase their production capacity. Demand for methanol is in large part dependent upon levels 
of global gross domestic product and changes in general economic conditions. 


Demand for Methanol in the Production of MTBE 


Methanol for the production of MTBE represents approximately 20 percent of global methanol demand. 
MTBE is used primarily as a source of octane and as an oxygenate for gasoline. MTBE was developed as a 
source of octane when unleaded gasolines were introduced. Over the past several years, environmental 
concerns and legislation have also increased demand for MTBE as an oxygenate in gasoline in order to 
reduce automobile tailpipe emissions. 


Concerns have been raised in the United States regarding the use of MTBE in gasoline. Gasoline containing 
MTBE has leaked into groundwater in the United States, principally from underground gasoline storage 
tanks, and has been discharged directly into drinking water reservoirs. MTBE is more easily detectable in 
water than other gasoline components. Despite the proven air quality benefits of MTBE, California and 
other states in the United States, as well as the United States federal government, have initiated actions 
that may limit, or even eliminate, the use of MTBE as a gasoline component in the United States, and this 
is a major issue for our industry. California, New York and Connecticut, all major consuming states, have 
passed legislation banning MTBE effective January 1, 2004 and we believe that as of December 31, 2003, 
MTBE has been substantially phased out from these states. We estimate that the remaining demand for 
methanol for MTBE production in the United States at January 1, 2004 is approximately 2.5 million tonnes 
per annum. At the US federal government level there have been legislative proposals to ban MTBE; however, 
to date no legislation has been passed. It is likely, however, that over time the demand for methanol 

for MTBE consumed in the United States will be reduced, or possibly eliminated, as a result of these 
developments. Limiting or eliminating the use of MTBE in gasoline in the United States will reduce demand 
for MTBE and methanol in the United States and negatively impact the viability of MTBE and methanol 
plants in the United States. 


Elsewhere in the world, MTBE continues to be used as a source of octane, but with growing usage for its 
clean air benefits. We believe that there is potential for continuing growth of MTBE demand outside the 
United States. Our belief is based on the actions being taken around the world to reduce lead, benzene 
and other aromatics content in gasoline and to improve the emissions performance of vehicles generally. 
In December 2001, the European Union confirmed the suitability and continued use of MTBE as a fuel 
component. Implementation of clean air standards is continuing in Western Europe and the need for 
Central and Eastern European countries to have automotive fuels complying with European Union fuel 
emission standards also represents a large MTBE growth potential. Demand for MTBE in Asia, specifically 
Taiwan, Korea and China, is also increasing as many countries work towards removing lead and aromatics 
from gasoline to improve air quality. For example, the Chinese government introduced new gasoline 
specifications in July 2003 and since that time, we have witnessed a significant increase in MTBE imports 
to China. Also, we believe that the Middle East, particularly Iran, represents sizeable incremental demand 


potential for MTBE. 
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Security of Natural Gas Supply and Price 


Natural gas is the principal feedstock for methanol and accounts for a significant portion of our cost of sales 
and operating expenses. Accordingly, our results from operations depend in large part on the availability 
and security of supply and the price of natural gas. 


An important element of our strategy is to ensure security of natural gas supply at favourable prices. Over 
time, we have been reducing our reliance on North American production, where natural gas is purchased 
on a short-term basis and prices are extremely volatile, by selecting locations for new facilities where we 
can purchase natural gas through long-term contracts with favourable pricing. However, if we are unable to 
obtain continued access to sufficient natural gas for any of our plants on commercially acceptable terms, 
we could be forced to reduce production or close plants. 


Operational Risks 


Our business is subject to the risks of operating methanol production facilities, such as unforeseen equipment 
breakdowns, interruptions in the supply of natural gas, power failures, loss of port facilities or any other 
event, including any event of force majeure, which could result in a prolonged shutdown of any of our 
plants. We are also subject to environmental laws and regulations. 


A focus on operational excellence in all areas of our business is a key element of our strategy. Through our 
Responsible Care program we believe we have achieved an excellent overall environmental and safety 
record at all of our facilities and have reduced the likelihood of unplanned shutdowns and lost-time 
incidents. As part of our overall risk management program we also maintain insurance, including business 
interruption insurance. 


Projects under Construction 


We are currently building the Atlas methanol plant in Trinidad and an expansion to our Chilean facility. 
While we believe our estimates of project costs and dates of anticipated completion are reasonable, there 
can be no assurance that the anticipated costs of these projects will not be exceeded or that these projects 
will commence operations within the contemplated schedules. 


Foreign Operations 


We are subject to risks inherent in foreign operations, including foreign currency risk, political and/or 
security risks. 


The dominant currency in which we conduct business is the United States dollar, which is our reporting 
currency. At our production facilities in Chile, Trinidad, New Zealand and Canada, certain of the underlying 
operating costs and capital expenditures are incurred in currencies other than the United States dollar. 
We are exposed to increases in the value of these currencies that could have the effect of increasing the 
United States dollar equivalent of cost of sales and operating expenses and capital expenditures. We also 
have some revenues in Euros and British pounds. We are exposed to risks of declines in the value of these 
currencies compared to the United States dollar, which could have the effect of decreasing the United 
States dollar equivalent of revenue. 


We have implemented a foreign exchange hedging program designed to limit our exposure to foreign 
exchange volatility and to contribute towards achieving strategic cost structure and revenue targets. 

We manage our exposure to foreign currencies through forward exchange contracts. These instruments are 
used solely for hedging purposes, not for speculation. Hedging activity is reviewed regularly by the Audit, 
Finance and Risk Committee of our Board. 
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OUTLOOK 


Methanol is a global commodity and our earnings are primarily affected by fluctuations in the price of 
methanol, which is directly impacted by the balance of methanol supply and demand. 


We are entering 2004 in an environment of tight methanol market conditions and strong pricing. We 

are seeing stronger demand growth, particularly in Asia, driven by the significant growth in industrial 
production in China. Global inventories are low and North American natural gas prices continue to be high. 
Also, the phase-out of MTBE in California, New York and Connecticut is largely behind us. 


The 1.7 million tonne Atlas methanol facility, in which we have a 63.1% interest, is expected to be the first 
increment of new production in 2004. NPC in Iran is also planning for new capacity in 2004. We believe that 
the impact of planned new capacity additions for 2004 is likely to be largely offset by further shut-downs 
of high cost North American production and growth in global methanol demand. During 2004, we have 
certain production rights for the methanol plants owned by Lyondell and Terra Industries in Texas. Through 
these arrangements we are able to determine the level of production from these facilities, which have a 
combined annual capacity of approximately 1.5 million tonnes. These arrangements provide our supply 
chain with valuable flexibility as we bring two important increments of low cost capacity in Trinidad and 
Chile to market over the next year. 


At December 31, 2003, global methanol capacity was approximately 38 million tonnes. A summary of 
significant methanol capacity additions where construction is known to be underway and which we expect 
to be completed during the period from 2004 to 2005 is as follows: 


EXPECTED 
(CAPACITY FIGURES IN THOUSANDS OF TONNES) CAPACITY COMPLETION 
Atlas - Methanex/BP (Trinidad) 1,700 2004 
NPC 3 (Iran) 1,000 2004 
Methanex Chile IV (Chile) 840 2005 
SIPC (Saudi Arabia) 1,000 2005 
MHTL M5 (Trinidad) 1,800 2005 


There are also higher-cost small scale domestic methanol capacity additions expected in China and we 
estimate that net capacity additions in China over the period to the end of 2005 could be in the range of 
one to two million tonnes. 


We believe that the impact of planned capacity additions will be largely offset by growth in the global 
demand for methanol and shut-downs of higher-cost production. A large portion of industry capacity 

is high cost, particularly in North America, Eastern and Western Europe and Asia. In addition, there is 
considerable uncertainty surrounding the operation of our methanol facilities in New Zealand after 2004. 


In this environment we are continuing to focus on maximizing the value generated from our low cost 
facilities and maintaining our global market position. The methanol price will ultimately depend on 
industry operating rates, the rate of industry restructuring and the strength of global demand. We believe 
that our financial position and financial flexibility, outstanding global supply network and low cost 
position will ensure that Methanex continues to be the leader in the methanol industry. 
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CRITICAL ACCOUNTING ESTIMATES 


We believe the following selected accounting policies and issues are critical to understanding the estimates, 
assumptions and uncertainties that affect the amounts reported and disclosed in our consolidated financial 
statements and related notes. See note 1 to our consolidated financial statements for our significant 
accounting policies. 


Recoverability of Property, Plant and Equipment 


Our business is capital intensive and has required, and will continue to require, significant investments 

in property, plant and equipment. At December 31, 2003, the net book value of our property, plant and 
equipment was $1,320 million. Recoverability of property, plant and equipment is measured by comparing 
the net book value of an asset to the undiscounted future net cash flows expected to be generated from 
the asset over its estimated remaining useful life. In cases where the undiscounted expected future cash 
flows from an asset are less than the net book value of the asset, a write-down is recognized equal to 

the difference. 


A prolonged economic downturn impacting methanol demand, or an increase in supply, could intensify 
competitive pricing pressure, create an imbalance of industry supply and demand, or otherwise diminish 
volumes or profits. Such events would impact our estimates of future net cash flows to be generated 

by our production facilities. Consequently, it is possible that our future operating results could be 
materially and adversely affected by impairment charges related to the recoverability of our property, 
plant and equipment. 


Site Restoration 


As at December 31, 2003, we had accrued $28 million for obligations for future site restoration costs for those 
sites where a reasonably definitive estimate of the costs can be made. Inherent uncertainties exist because 
the restoration activities will take place, for the most part, many years in the future and there may be 
changes in governmental and environmental regulations, and changes in removal technology and costs. It 
is difficult to estimate the true costs of these activities as our estimates are based on today’s regulations 
and technology. Because of uncertainties related to estimating future site restoration activities, future costs 
related to the currently identified sites could differ from the amounts estimated. 


Future Income Taxes 


Future income tax assets and liabilities are determined using enacted tax rates for the effects of net operating 
losses and temporary differences between the book and tax bases of assets and liabilities. We record a 
valuation allowance on future income tax assets, when appropriate, to reflect the uncertainty of realization 
of future income tax benefits. In determining the appropriate valuation allowance, certain judgments are 
made relating to the level of expected future taxable income and to available tax planning strategies and 
their impact on the utilization of existing loss carryforwards and other income tax deductions. In making 
this analysis, we consider historical profitability and volatility to assess whether we believe it to be more 
likely than not that the existing loss carryforwards and other income tax deductions will be utilized to 
offset future taxable incorne otherwise calculated. Management routinely reviews these judgments. 

At December 31, 2003, we had future income tax assets of $317 million that are substantially offset by a 
valuation allowance of $282 million. 
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ANTICIPATED CHANGES TO CANADIAN GENERALLY ACCEPTED ACCOUNTING PRINCIPLES 
Stock Based Compensation 


In October 2003, the Canadian Institute of Chartered Accountants (CICA) amended Handbook Section 3870, 
Stock Based Compensation and Other Stock Based Payments. The amended section requires recognition 

of an estimate of the fair value of stock based awards in earnings, rather than allowing note disclosure of 
pro forma income as if a fair value based method had been used. We will retroactively adopt the amended 
standard effective January 1, 2004 with restatement of the 2003 comparative figures. The cumulative 
adjustment on January 1, 2004 balances will increase contributed surplus and decrease retained earnings by 
$7.2 million, with no net effect on shareholders’ equity. The adjustment represents the total compensation 
expense which would have been recorded had a fair value based method been used for stock options 
granted after January 1, 2002. 


Asset Retirement Obligations 


Effective January 1, 2004, we will adopt the new CICA recommendations for accounting for asset retirement 
obligations, which include site restoration costs. The new standard requires that obligations associated with 
the retirement of tangible long-lived assets and associated retirement costs be recognized at fair value in 
the period in which the obligation is incurred with a corresponding increase in the carrying amount of the 
related long-lived asset. The asset retirement obligation liability is increased at the end of each period to 
reflect the passage of time and changes in the estimated future cash flows underlying the initial fair value 
measurement. We are currently evaluating the impact of adopting this new standard. 


Impairment of Long-Lived Assets 


Effective January 1, 2004, we will prospectively adopt the new CICA recommendations for accounting for 
the impairment of long-lived assets. A long-lived asset is an asset that does not meet the definition of a 
current asset. The new standard requires recognition of an impairment loss when the carrying value of a 
long-lived asset is not recoverable and exceeds its fair value. Under the new standard, an impairment loss 
is measured as the amount by which the carrying value of a long-lived asset exceeds its fair value. This new 
standard is not expected to have any impact on our consolidated financial position or results of operations 
on adoption. 


SUPPLEMENTAL NON-GAAP MEASURES 


In addition to providing measures prepared in accordance with Canadian generally accepted accounting 
principles (GAAP), Methanex presents certain supplemental non-GAAP measures. These are EBITDA, income 
before unusual items (after-tax) and basic income before unusual items (after-tax) per share. These measures 
do not have any standardized meaning prescribed by GAAP and therefore are unlikely to be comparable 

to similar measures presented by other companies. These measures are provided to assist readers in 
evaluating the operating performance and liquidity of the Company’s ongoing business. These measures 
should be considered in addition to, and not as a substitute for, net income, cash flows and other measures 
of financial performance and liquidity reported in accordance with GAAP. 


Income Before Unusual Items (After-Tax) and Basic Income before Unusual Items (After-Tax) Per Share 


These supplemental non-GAAP measures are provided to assist readers in comparing earnings from one 
period to another without the impact of unusual items that are considered to be non-operational and/or 
non-recurring. Basic income before unusual items (after-tax) per share has been calculated by dividing 
income before unusual items (after-tax) by the weighted average number of common shares outstanding. 
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The following table shows a reconciliation of net income to income before unusual items (after-tax) and the 
calculation of basic income before unusual items (after-tax) per share: 


($ MILLIONS, EXCEPT NUMBER OF SHARES AND PER SHARE AMOUNTS) 2003 eee ee 
Net income 8 26 
Add (deduct) unusual items: 

Asset restructuring charges 139 115: 

Write-off of plant and equipment under development 40 = 

Site restoration adjustment - (27) 

Income tax recovery related to the above items ~ (2) 
Income before unusual items (after-tax) 187 112 
Weighted average number of common shares 

outstanding (millions of shares) 123 127 
Basic income before unusual items (after-tax) per share 1.52 0.89 


EBITDA 


This supplemental non-GAAP measure is provided to assist readers in determining the ability of Methanex 
to generate cash from operations. EBITDA differs from the most comparable GAAP measure, cash flows from 
operating activities, primarily because it does not include changes in non-cash working capital and the 


utilization of prepaid natural gas, cash flows related to interest, income taxes, asset restructuring charges 
and other unusual items. 


The following table shows a reconciliation of cash flows from operating activities to EBITDA: 


($ MILLIONS) 2003 2002 
Cash flows from operating activities 361 190 
Add (deduct): 
Changes in non-cash working capital and 
the utilization of prepaid natural gas (31) 55 
Other non-cash operating expenses (13) (10) 
Asset restructuring charges — cash settlements 10 = 
Interest expense 39 29 
Interest and other income (14) (10) 
Income taxes — current 40 16 
EBITDA 392 270 


ee 
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QUARTERLY FINANCIAL DATA (UNAUDITED) 


THREE MONTHS ENDED 
($ MILLIONS, EXCEPT PER SHARE AMOUNTS) DEC. 31 SEP. 30 JUN. 30 MAR. 31 


YEAR ENDED DECEMBER 31, 2003 


Revenue 351.6 334.7 371.5 336.7 
Net income (loss) (110.2) (7.8) 49.9 75:5 
Basic net income (loss) per share (0.92) (0.06) 0.39 0.60 
Diluted net income (loss) per share (0.92) (0.06) 0.38 0.58 


YEAR ENDED DECEMBER 31, 2002 


Revenue 307.0 296.5 223.6 181.7 
Net income (loss) (30.4) 58.5 IS 7/ (17.4) 
Basic net income (loss) per share (0.24) 0.47 0.12 (0.13) 
Diluted net income (loss) per share (0.24) 0.46 0.12 (0.13) 


SELECTED ANNUAL INFORMATION 


($ MILLIONS, EXCEPT PER SHARE AMOUNTS) 2003 2002 2001 
Revenue 1,394 1,009 1,149 
Net income 8 26 71 
Basic and diluted net income per share 0.06 0.21 0.46 
Cash dividends declared per share 0.47 0.10 = 
Total assets 2,082 1,819 1,693 
Total long-term financial liabilities 826 600 328 


FORWARD-LOOKING STATEMENTS 


Statements made in this document that are based on our current expectations, estimates and projections 
constitute forward-looking statements. Forward-looking statements are based on our experience and 
perception of trends, current conditions, expected future developments and other factors. By their nature, 
forward-looking statements involve uncertainties and risks that may cause the stated outcome to differ 
materially from the actual outcome. 


Important factors that can cause anticipated outcomes to differ materially from actual outcomes include 
worldwide economic conditions; conditions in the methanol and other industries, including the supply 

and demand balance for methanol; actions of competitors; changes in laws or regulations; the ability to 
implement business strategies, pursue business opportunities and maintain and enhance our competitive 
advantages; the risks attendant with methanol production and marketing, including operational disruption; 
the risks associated with carrying out capital expenditure projects, including completing the Atlas and Chile 
IV projects on time and on budget; availability and price of natural gas feedstock; foreign exchange risk; 
raw material and other production costs; transportation costs; the ability to attract and retain qualified 
personnel; the risks associated with investments and operations in multiple jurisdictions and other 

risks which the Company may describe in publicly available documents filed from time to time with 
securities commissions. 


Having in mind these and other factors, many of which are described in this document, readers are 
cautioned not to place undue reliance on forward-looking statements. The Company does not guarantee 
that anticipated outcomes made in forward-looking statements will be realized. 
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RESPONSIBILITY FOR FINANCIAL REPORTING 


The consolidated financial statements and all financial information contained in the annual 
report are the responsibility of management. The consolidated financial statements have 
been prepared in accordance with Canadian generally accepted accounting principles and, 
where appropriate, have incorporated estimates based on the best judgment of management. 


Management is responsible for the development of internal controls over the reporting 
process. Management believes that the system of internal controls, review procedures and 
established policies provide reasonable assurance as to the reliability and relevance of 
financial reports. 


The Board of Directors is responsible for ensuring that management fulfills its responsibilities 
for financial reporting and internal control, and is responsible for reviewing and approving 
the consolidated financial statements. The Board carries out this responsibility principally 
through the Audit, Finance and Risk Committee (the Committee). The Committee consists 
of five non-management directors, all of whom are independent as defined by the 
applicable rules in Canada and the United States. The Committee reviews the consolidated 
financial statements, annual report and management’s discussion and analysis, and 
recommends them to the Board for approval. The Committee considers, for review by the 
Board and approval by the shareholders, the appointment of the external auditors. 

In addition, the Committee reviews and approves unaudited interim financial statements, 
news releases on interim financial results and the interim management’s discussion and 
analysis before their distribution. The Committee meets regularly with management and 
the Company’s auditors, KPMG LLP, Chartered Accountants, to discuss internal controls 
and significant accounting and financial reporting issues. KPMG have full and unrestricted 
access to the Committee. 


KPMG have provided an independent professional opinion on the fairness of these 
consolidated financial statements. Their opinion is included in the annual report. 


Pc bili AE 


Brian D. Gregson Pierre Choquette lan P. Cameron 
Chairman of the Audit, Finance and Chief Executive Officer and Senior Vice President, Finance and 
Risk Committee Chairman of the Board of Directors Chief Financial Officer 


March 5, 2004 
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AUDITORS’ REPORT TO SHAREHOLDERS 


We have audited the consolidated balance sheets of Methanex Corporation as at December 
31, 2003 and 2002 and the consolidated statements of income and retained earnings and 
cash flows for the years then ended. These financial statements are the responsibility of 
the Company’s management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial 
statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material 
respects, the financial position of the Company as at December 31, 2003 and 2002 and the 
results of its operations and its cash flows for the years then ended in accordance with 
Canadian generally accepted accounting principles. 


KING tL? 


Chartered Accountants 


Vancouver, Canada 
March 5, 2004 
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Consolidated Balance Sheets 


(thousands of US dollars, except number of shares) 


AS AT DECEMBER 31 2003 2002 
ASSETS 
Current assets: 
Cash and cash equivalents $ 287,863 S$ 421,387 
Receivables (note 3) 220,871 201,037 
Inventories 126,729 LOADS 
Prepaid expenses 14,852 | 12,079 
650,315 753,628 
Property, plant and equipment (note 4) 1,320,227 979,935 
Other assets (note 6) 111,258 | 85,748 
$ 2,081,800 sj alesis) sya 


| SS SSS SS SS SS 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities: 


Accounts payable and accrued liabilities $ 178,420 S 136,035 
Current maturities on long-term debt and 
other long-term liabilities 33,026 6,079 
211,446 142,114 
Long-term debt (note 7) 756,185 547,224 
Other long-term liabilities (note 8) 69,377 52,980 
Future income taxes (note 14) 261,218 172,915 
Shareholders’ equity: 
Capital stock (note 9) 499,258 517,210 
Issued and outstanding common shares at 
December 31, 2003 was 120,007,767 (2002 — 125,651,639) 
Retained earnings 284,316 386,868 
783,574 904,078 
$ 2,081,800 sy lewis eyilal 


See accompanying notes to consolidated financial statements. 


Approved by the Board: 


an a 


Brian D. Gregson Pierre Choquette 


Director Director 
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Consolidated Statements of Income and Retained Earnings 


(thousands of U.S. dollars, except number of common shares and per share amounts) 


FOR THE YEARS ENDED DECEMBER 31 2003 2002 
Revenue $ 1,394,450 S 1,008,792 
Cost of sales and operating expenses 1,002,853 T3156 
Depreciation and amortization 95,107 111,289 
Operating income before undernoted items 296,490 158,347 
Interest expense (note 11) (38,815) (28,972) 
Interest and other income 13,843 10,365 
Asset restructuring charges (note 12) (139,352) (115,387) 
Write-off of plant and equipment 

under development (note 4) (39,833) — 
Site restoration adjustment (note 8) — 26,972 
Income before income taxes 92,333 SSS 


Income taxes (note 14): 


Current 39,586 16,465 
Future 45,239 8,446 
84,825 24,911 
Net income 7,508 26,414 
Retained earnings, beginning of year 386,868 BOT S10 
Excess of repurchase price over assigned 
value of common shares (note 9) (51,523) (24,349) 
Dividend payments (58,537) (12,507) 
Retained earnings, end of year $ 284,316 S 386,868 
Weighted average number of common shares outstanding 122,961,809 126,610,754 
Basic and diluted net income per share $ 0.06 S 0.21 


See accompanying notes to consolidated financial statements. 
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Consolidated Statements of Cash Flows 
(thousands of US dollars) 


aclear|} methanex 
choice] methanol 


FOR THE YEARS ENDED DECEMBER 31 2003 2002 
CASH FLOWS FROM OPERATING ACTIVITIES: 
Net income $ 7,508 $ 26,414 
Add (deduct) non-cash items: 
Depreciation and amortization 95,107 111,289 
Future income taxes 45,239 8,446 
Asset restructuring charges (note 12) 129,565 iy syev// 
Write-off of plant and equipment under development 39,833 == 
Site restoration adjustment _ (26,972) 
Other 13,158 10,030 
Cash flows from operating activities before 
undernoted changes 330,410 244,594 
Changes in non-cash working capital (note 15) 28,405 (56,519) 
Utilization of prepaid natural gas 2,149 2,034 
360,964 190,109 
CASH FLOWS FROM FINANCING ACTIVITIES: 
Proceeds on issue of limited recourse long-term debt 46,547 97,578 
Proceeds on issue of unsecured notes - 200,000 
Repayment of long-term debt (40,731) (150,000) 
Proceeds on issue of shares on exercise of stock options 19,173 10,684 
Dividend payments (58,537) (12,507) 
Payment for shares repurchased (88,648) (55,974) 
Repayment of other long-term liabilities (10,335) (8,352) 
Other (6,135) (11,772) 
(138,666) 69,657 
CASH FLOWS FROM INVESTING ACTIVITIES: 
Acquisition of Titan Methanol Company, 
net of cash acquired (note 2) (74,130) — 
Plant and equipment under construction or development (206,968) (142,245) 
Property, plant and equipment (35,982) (17,913) 
Accounts payable and accrued liabilities 
related to capital expenditures ro22 (6,542) 
Other assets (40,264) (3,808) 
(355,822) (170,508) 
Increase (decrease) in cash and cash equivalents (133,524) 89,258 
Cash and cash equivalents, beginning of year 421,387 337,020 
Cash and cash equivalents, end of year $ 287,863 $ 421,387 
SUPPLEMENTARY CASH FLOW INFORMATION: 
Interest paid, net of capitalized interest $ 34,278 $ 21,641 
Income taxes paid, net of amounts refunded $ 33,716 iS 3,147 
NON-CASH INVESTING AND FINANCING ACTIVITIES: 
Long-term liability incurred on acquisition of 
property, plant and equipment $ 12,976 $ = 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


(Tabular dollar amounts are shown in thousands of U.S. dollars, except where noted) 
Years ended December 31, 2003 and 2002 


1. Significant accounting policies: 
(a) Basis of presentation: 


The consolidated financial statements are prepared in accordance with generally accepted accounting 
principles in Canada and include the accounts of Methanex Corporation, its subsidiaries and its proportionate 
share of joint venture revenues, expenses, assets and liabilities. All significant intercompany transactions 
and balances have been eliminated. Preparation of these consolidated financial statements requires 
estimates and assumptions that affect amounts reported and disclosed in the financial statements and 
related notes. Policies requiring significant estimates are described below. Actual results could differ from 
those estimates. 


(b) Reporting currency: 
The majority of the Company’s business is transacted in U.S. dollars and, accordingly, the consolidated 
financial statements have been measured and expressed in that currency. 


(c) Cash equivalents: 


Cash equivalents include securities with maturities of three months or less when purchased. 


(d) Receivables: 


The Company provides credit to its customers in the normal course of business. The Company performs 
ongoing credit evaluations of its customers and maintains reserves for potential credit losses. Credit losses 
have been within the range of management’s expectations. 


(e) Inventories: 


Inventories are valued at the lower of cost, determined ona first-in first-out basis, and estimated net 
realizable value. 


(f) Property, plant and equipment: 


Property, plant and equipment are recorded at cost. Financing costs incurred during construction are capitalized 
to the cost of the asset. Depreciation is provided on a straight-line basis, or, in the case of the New Zealand 
assets, on a unit-of-natural-gas consumption basis, from the commencement of commercial operations in 
order to amortize the cost of the assets over their estimated useful lives to estimated residual value. 


The Company reviews the carrying value of property, plant and equipment for impairment whenever events 
and circumstances indicate that the carrying value of an asset may not be recoverable from the estimated 
future cash flows expected to result from its use and eventual disposition. In cases where undiscounted 
expected future cash flows are less than the carrying value, a write-down is recognized equal to the difference. 


The Maui natural gas field was the primary gas supply source for the Company’s New Zealand operations. 
In 2003, a final determination report of economically recoverable reserves of the Maui natural gas field 

in New Zealand was released by an independent expert, who was appointed by the parties to the Maui 
natural gas contract. Based on this report, the Company lost substantially all of its remaining contractual 
entitlements from the Maui field. As at December 31, 2003, the Company wrote down the New Zealand 
assets to estimated residual value. 


Routine repairs and maintenance costs are expensed as incurred. At intervals of three or more years, 
the Company conducts a planned shutdown and inspection (turnaround) at its plants to perform major 
maintenance and replacements of catalyst. Costs associated with these shutdowns are amortized over 
the period until the next planned turnaround. 


The Company accrues obligations for future site restoration costs where a reasonably definitive estimate 
of the costs can be made. The Company reviews and updates the estimate of site restoration costs on a 
periodic basis. 
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1. Significant accounting policies (continued): 
(g) Interest in Atlas joint venture: 


The Company’s interest in the Atlas joint venture is accounted for using the proportionate consolidation 
method. Under this method, the Company’s proportionate share of joint venture revenues, expenses, assets 
and liabilities is included in the consolidated financial statements. 


(h) Other assets: 


Marketing and production rights and deferred charges are capitalized to other assets and amortized to 
depreciation and amortization expense on an appropriate basis to charge the cost of the assets 
against earnings. 


Natural gas prepayments are capitalized to other assets and are amortized to cost of sales and operating 
expenses on an appropriate basis to charge the cost of the assets against earnings as used. 


Financing costs for long-term obligations are capitalized and amortized to interest expense over the term 
of the related liability. 


Investments other than joint ventures and investments in which the Company exercises significant 
influence are accounted for using the cost method. 


(i) Employee future benefits: 


Accrued pension benefit obligations and related expenses for defined benefit pension plans are determined 
using current market bond yields to measure the accrued pension benefit obligation. Adjustments arising 
from plan amendments, experience gains and losses and changes in assumptions are amortized ona 
straight-line basis over the estimated average remaining service lifetime of the employee group. Gains or 
losses arising from plan curtailments and settlements are recognized in the year in which they occur. 


The cost for defined contribution benefit plans is expensed as earned by the employees. 


(j) Net income per share: 


The Company calculates basic net income per share by dividing net income for the period by the weighted 
average number of outstanding common shares and calculates diluted net income per share under the 
treasury stock method. Under the treasury stock method, the weighted average number of common shares 
outstanding for the calculation of diluted net income per share assumes that the proceeds to be received 
on the exercise of dilutive stock options are applied to repurchase common shares at the average market 
price for the period. A stock option is dilutive only when the average market price of common shares during 
the period exceeds the exercise price of the stock option. 


A reconciliation of the weighted average number of common shares outstanding is as follows: 


Denominator for basic net income per share 122,961,809 126,610,754 
Effect of dilutive stock options 2,669,700 2,191,220 | 
Denominator for diluted net income per share 125,631,509 128,801,974 
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1. Significant accounting policies (continued): 


(k) Stock option plan: 

The Company has a stock option plan that is described in note 10. The Company recognizes no compensation 
expense for stock option grants to employees and directors that are not direct awards of stock, stock 
appreciation rights or otherwise call for settlement in cash or other assets. Any consideration received on 
the exercise of stock options is credited to share capital. The Company has provided pro forma disclosure 

in note 10(a) as if a fair value based method had been used to measure compensation expense for stock 
option grants to employees and directors. A fair value based method requires equity instruments awarded 
to employees and the cost of the service received as consideration to be measured and recognized based 
on an estimate of the fair value of the equity instruments issued. Compensation expense is recognized over 
the period of related employee service, usually the vesting period of the equity instrument awarded. 

The Company uses the Black-Scholes option pricing model to estimate the fair value of each stock option 

at the date of grant. 


(I) Deferred share units: 

Directors and executive officers of the Company may elect to receive some elements of their compensation 
in the form of notional deferred share units. The number of deferred share units allotted is determined by 
the amount of compensation elected to be invested in the deferred share units divided by the market value 
of the Company’s common shares at the time the compensation is earned. Holders of deferred share units 
are entitled to dividend equivalents in the form of additional deferred share units. Deferred share units are 
redeemable for cash, based on the market value of the Company’s common shares. Changes in fair value 
of the deferred share units are recognized in earnings. 


(m) Restricted share units: 

Executive officers may elect to receive either 50% or 100% of the value of their annual long-term incentive 
award in the form of restricted share units, and directors are granted restricted share units as part of their 
compensation. Restricted share units are grants of notional shares that are non-dilutive to shareholders. 
Holders of restricted share units are entitled to dividend equivalents in the form of additional restricted 
share units. Upon vesting, restricted share units are redeemed for cash at a value based on the trading price 
of the Company’s common shares. Compensation expense for restricted share units is measured at fair 
value, based on the market value of the Company’s common shares at the date of grant, and is recognized, 
together with changes in fair value, over the period from the date of grant to the date of vesting. 


(n) Revenue recognition: 
Revenue is generally recognized as risk and title to the product transfers to the customer, which usually 
occurs at the time shipment is made. 


(o) Foreign currency translation: 

The Company translates foreign currency denominated monetary items at the rates of exchange prevailing 
at the balance sheet dates and revenues and expenditures at average rates of exchange during the year. 
Foreign exchange gains or losses are included in earnings. 


(p) Financial instruments: 

A substantial portion of the Company’s business is transacted in its reporting currency, the U.S. dollar. At 
the Company’s Canadian, New Zealand, Trinidad and Chilean production facilities, certain of the underlying 
operating costs and capital expenditures are incurred in currencies other than the U.S. dollar. In addition, 
certain revenues in Europe are realized in the Euro or the British pound. The Company uses derivative 
financial instruments to reduce its exposure to fluctuations in foreign exchange on certain committed and 
anticipated transactions to contribute to achieving cost structure and revenue targets. The Company does 
not utilize derivative financial instruments for trading or speculative purposes. 


The Company formally documents all relationships between derivative financial instruments and hedged 
items, as well as the risk management objective and strategy. The Company assesses, on an ongoing basis, 
whether the derivative financial instruments continue to be effective in offsetting changes in fair values 
or cash flows of the hedged transactions. 
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1. Significant accounting policies (continued): 
(p) Financial instruments (continued): 


Foreign exchange translation gains and losses on foreign currency denominated derivative financial 
instruments used to hedge anticipated or committed U.S. dollar denominated exposures are recognized as 
an adjustment to the related operating costs, revenue or capital expenditures when the hedged transaction 
is recorded. 


Gains and losses on natural gas financial instruments used to hedge natural gas exposures are recognized 
as an adjustment to the related hedged transaction when realized. 


Premiums paid or received with respect to derivative financial instruments are deferred and amortized to 
income over the effective period of the contracts. 


(q) Income taxes: 


Future income taxes are accounted for using the asset and liability method. The asset and liability method 
requires that income taxes reflect the expected future tax consequences of temporary differences between 
the carrying amounts of assets and liabilities and their tax bases. Future income tax assets and liabilities 
are determined for each temporary difference based on the tax rates that are expected to be in effect 
when the underlying items of income and expense are expected to be realized. The effect of a change in 
tax rates is recognized in the period of substantive enactment. Future tax benefits, such as non-capital loss 
carryforwards, are recognized to the extent that realization of such benefits is considered to be more 

likely than not. 


The Company does not accrue for taxes that will be incurred upon distributions from its subsidiaries unless 
it is probable that the earnings will be repatriated. 


2. Business combination: 


Effective May 1, 2003, the Company acquired the remaining 90% interest in Titan Methanol Company 
(“Titan”). Titan’s principal asset is an 850,000 tonne per year methanol facility in Trinidad. The Company had 
acquired a 10% interest in Titan in 2000. The acquisition has been accounted for under the purchase method 
of accounting with its results of operations consolidated from the date of acquisition. The Company’s 100% 
interest in the net assets at fair values at the date of acquisition is as follows: 


SEL LL AR TALL SEINE BE SE SE EEE GE Et IE ODT EIEIO IE LE SS ITS 


Net assets acquired: 


Cash $ 4,384 
Other current assets 35,323 
Property, plant and equipment 327,480 
Other assets - debt service reserve account 9,874 
Current liabilities, excluding current portion of long-term debt (11,969) 
Other long-term liabilities - interest rate swap contract (10,055) 
Long-term debt, including current portion (222,959) 
Future income taxes (43,064) 

$ 89,014 


cc 


Consideration, including costs on acquisition: 


Cash $ 78,514 
Carrying value of original 10% investment in Titan (note 6) 10,500 
$ 89,014 


ee 
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3. Receivables: 


SS ee sciieniaiiies aril read 
Trade $ 167,749 $ 169,228 
Income and other taxes receivable 19,380 10,366 
Other 33,742 21,443 

$ 220,871 $ 201,037 

4. Property, plant and equipment: ACCUMULATED ETL BOOK 

a eee ae re COSTE DEPRECIATION VALUE 
December 31, 2003 
Plant and equipment $ 2,482,673 $ 1,563,032 $ 919,641 
Plant and equipment under construction 377,840 = 377,840 
Other 48,827 26,081 22,746 

$ 2,909,340 $ 1,589,113 $ 1,320,227 
December 31, 2002 
Plant and equipment Si) Sea sy7As) Ss bsrospyy7/ S 748,298 
Plant and equipment under 
construction or development DANO) TAOS — 210,705 
Other 41,548 20,616 20,932 
S Patosyeyss S$ 1,383,893 $ O79;935 | 


During 2003, the Company recorded a write-off of plant and equipment under development in the amount 
of $39.8 million related to the decision to not proceed with the development of a methanol plant located in 


Western Australia. 


5. Interest in Atlas joint venture: 


The Company has a 63.1% joint venture interest in Atlas Methanol Company (“Atlas”). The joint venture 
is constructing a 1.7 million tonne per year methanol plant in Trinidad. Construction is expected to be 


completed in the second quarter of 2004. 


These consolidated financial statements include the following amounts representing the Company’s 


proportionate interest in the Atlas joint venture: 


SR a EGR RINE aS EN SI EUS ETB IETS ESET PETS PTET 


Consolidated Balance Sheets: 

Cash and cash equivalents 

Other current assets 

Property, plant and equipment 

Other assets 

Current liabilities 

Limited recourse long-term debt (note 7) 
Consolidated Statements of Cash Flows: 

Cash inflows from financing activities 


Cash outflows from investing activities 


2003 


$ 18,429 
2,443 
235,718 
5,996 

4,486 
144,125 


46,547 
74,365 


2002 


$ 7,168 
1,349 
161,808 
5,996 

3,847 

97,578 


91,582 
102,520 


RS SS A RS A SERS 


To December 31, 2003, the joint venture had no revenue and all expenditures were capitalized. 
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6. Other assets: 


2003 2002 

Marketing and production rights, net 

of accumulated amortization: 

North America $ 42,548 $ 6,635 
Caribbean 17,418 19,907 
Europe 7,087 8,340 
67,053 34,882 
Restricted cash for debt service reserve account (note 7) 14,258 — 
Deferred financing costs, net of accumulated amortization 13,560 13,159 
Deferred charges, net of accumulated amortization 5,121 5,762 
Investment in Titan Methanol Company, at cost (note 2) = 10,500 
Natural gas prepayments — 10,464 
Other 11,266 10,981 
$ 111,258 $ 85,748 


Sa RS SS SS SS SSS SRS SSS SSS SSS SSS 


Amortization of marketing and production rights and deferred charges included in depreciation and 
amortization was $7.2 million (2002 — $7.7 million). Amortization of deferred financing costs included in 
interest expense was $1.3 million (2002 — $1.2 million). 


7. Long-term debt: 


Long-term debt includes unsecured notes of the Company, limited recourse long-term debt of Titan and 
the Company’s proportionate share of limited recourse long-term debt of the Atlas joint venture. The debt 
of Titan and Atlas are described as limited recourse as they are secured only by the assets of the related 
subsidiary or joint venture. 


2003 2002 
a IEE AI BEE REA RR EN SS EE AE SE TETAS TIT EDGE | (AST ITU aS aI IT SETI IT 


Unsecured notes: 


i) 7.75% due August 15, 2005 (effective yield 7.83%) $ 249,783 S 249,646 
ii) 8.75% due August 15, 2012 (effective yield 8.75%) 200,000 200,000 
449,783 449,646 


Atlas Methanol Company — limited recourse facilities: 


i) Senior commercial bank loan facility to a maximum amount of $72 million 
with interest rates based on LIBOR plus a spread ranging from 2.25% to 2.75%. 
Principal will be paid in twelve semi-annual payments commencing six 
months after the earlier of completion of construction and December 31, 2004. 64,203 43,513 


ii) Senior secured notes to a maximum amount of $63 million bearing an interest 
rate based on the yield to maturity on a ten-year U.S. treasury security plus 
3-85% with semi-annual interest payments. Principal will be paid in twelve 
semi-annual payments commencing six years after the earlier of completion 
of construction and December 31, 2004. 56,229 38,432 


iii) Senior fixed rate bonds to a maximum amount of approximately $15 million 
bearing an interest rate of 8.25% with semi-annual interest payments. 
Principal will be paid in four semi-annual payments commencing eleven years 
after the earlier of completion of construction and December 31, 2004. 15,144 9,825 


iv) Subordinated loans to a maximum amount of $9 million with an interest rate 
based on LIBOR plus a spread ranging from 2.25% to 2.75%. Principal will be 
paid in twenty semi-annual payments commencing six years after the earlier 
of completion of construction and December 31, 2004. 8,549 5,808 


144,125 97,578 
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7. Long-term debt (continued): 
2003 2002 


aa ae AT IR EE EE OSS OL RE PRES ID, Oe OR ETM) EEE 
Titan Methanol Company - limited recourse facilities: 


i) Senior loans with an average fixed interest rate of 7.4%. Principal and interest 
is repayable by semi-annual payments. The loans mature in April 2010. 50,810 = 


ii) Senior commercial bank loan facility and senior loans with interest rates based 
on LIBOR plus a spread ranging from 0.75% to 2.25%. Principal and interest is 
repayable by semi-annual payments. The loan matures in April 2010. 62,556 = 


iii) Senior revolving working capital facilities toa maximum amount of $35 million 
with interest payable semi-annually and interest rates based on LIBOR plus a 
spread of 3%. The facilities expire in 2010. 25,000 = 


iv) Senior liquidity support facility, to a maximum amount of $22 million, with 
interest payable semi-annually and interest rates based on LIBOR plus a spread 
of 3%. Principal is repayable over time from available cash flows of Titan in 
accordance with the terms of the agreement. The facility expires in 2008. 15,367 = 


v) Subordinated loans with current interest rates based on LIBOR plus 4%. 
Principal and interest is scheduled to be repaid semi-annually over the period 
to 2010. To date, payments have not been made. Principal and interest is 
payable from the available cash flows of Titan following full repayment of 


the senior liquidity support facility. 29,905 = 
183,638 = 

777,546 547,224 

Less current maturities (21,361) — 
$ 756,185 S$ 547,224 


The aggregate amount of minimum principal payments required in each of the next five years for long-term 
debt is as follows: 


2004 2005 2006 2007 2008 


iS 21,361 $ 278,540 $ 35,596 $ 35,596 S 32,846 


The Company has available an unsecured revolving bank facility of $250 million that expires in December 
2006. This facility ranks pari passu with the unsecured notes. 


Under the terms of the senior limited recourse debt facilities, Titan is required to maintain a debt service 
reserve account (note 6). The debt service reserve account requirements are based on six months principal 
and interest for the senior limited recourse debt facilities. The debt service reserve account is fully funded 
at December 31, 2003. 


8. Other long-term liabilities: 


2003 2002 

Site restoration $ 27,980 $ 28,879 
Consideration payable for acquisition of assets 13,533 — 
Interest rate swap contract 8,275 = 
Fortier asset restructuring 5,648 10,230 
Restricted and deferred share units 5,565 3,010 
Other 20,041 | 16,940 
81,042 59,059 

Less current maturities (11,665) (6,079) 
$ 69,377 5 52,980 
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8. Other long-term liabilities (continued): 


The Company has accrued $28.0 million (2002 — $28.9 million) for obligations for future site restoration 
costs for those sites where a reasonably definitive estimate of the costs can be made. During 2002, after 
completing a comprehensive review and analysis to update the previous estimate, the Company recorded 
a $27 million reduction in the accrual for site restoration for the New Zealand facility. Cash expenditures 
in 2003 relating to site restoration costs were $0.9 million (2002 — nil) and were applied against the 

site restoration accrual. Cash expenditures expected for 2004 are approximately $1.5 million. Because of 
uncertainties related to estimating future site restoration activities, future costs related to the currently 
identified sites could differ from the amounts estimated. 


Consideration payable for acquisition of the ammonia production assets located adjacent to the Company’s 
methanol production assets in Kitimat, British Columbia is payable over the period to December 31, 2005. 


g. Capital stock: 
(a) Authorized share capital: 


25,000,000 preferred shares without nominal or par value; and 
Unlimited number of common shares without nominal or par value. 


(b) Restricted dividend and shareholder distributions covenant: 


Under a covenant set out in the indenture to the 7.75% notes due August 15, 2005, as amended, the Company 
can pay cash dividends or make other shareholder distributions to the extent that Consolidated Net Worth 
(as defined in the indenture), which approximates shareholders’ equity plus $200 million, is equal to or 
greater than $850 million. At December 31, 2003, Consolidated Net Worth was approximately $985 million. 
If Consolidated Net Worth is less than $850 million, then the Company is limited to declaring and paying a 
maximum of $30 million of dividends in any twelve-month period. 


(c) Issued and outstanding capital stock: 


Changes in the capital stock of the Company during the period January 1, 2002 to December 31, 2003 were 
as follows: 


NUMBER OF 

COMMON SHARES CONSIDERATION 
Balance, December 31, 2001 131,167,942 S$ 538,151 
Issued on exercise of stock options ZNO 697, 10,684 
Shares repurchased (7,708,000) (31,625) 
Balance, December 31, 2002 125,651,639 S 517,210 
Issued on exercise of stock options 3,356,128 19,173 
Shares repurchased (9,000,000) (37,125) 
Balance, December 31, 2003 120,007,767 $ 499,258 


During 2002 and 2003, the Company repurchased for cancellation, common shares at prices in excess of 
their assigned value. The cost to acquire the shares in the amount of $88.6 million (2002 — $56.0 million) 
was allocated $37.1 million (2002 — $31.6 million) to capital stock and $51.5 million (2002 — $24.4 million) 
to retained earnings. 
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10. Stock based compensation: 


The Company provides stock based compensation to its directors and certain employees through grants of 
stock options and deferred or restricted share units. 


(a) Stock options: 


There are two types of options granted under the stock option plan: incentive stock options and performance 
stock options. At December 31, 2003, the Company had 0.9 million common shares reserved for future stock 
option grants to its directors and employees under the Company’s stock option plan. 


i) Incentive stock options: 


The exercise price of each incentive stock option is equal to the quoted market price of the Company’s 
common shares at the date of the grant. An option’s maximum term is ten years; one-half of the options 
vest one year after the date of the grant, with a further vesting of one-quarter of the options per year 
over the subsequent two years. 


Common shares reserved for outstanding incentive stock options at December 31, 2003 and 2002 are 
as follows: 


OPTIONS DENOMINATED IN CAD $ OPTIONS DENOMINATED IN US $ 
WEIGHTED WEIGHTED 
NUMBER OF AVERAGE | - NUMBER OF AVERAGE 
STOCK OPTIONS EXERCISE PRICE STOCK OPTIONS EXERCISE PRICE 
Outstanding at December 31, 2001 8,690,750 S$ 10.09 _ iS — 
Granted — — 2,474,000 6.47 
Exercised (1,728,897) 8.37 — — 
Cancelled (113,525) 9.85 (42,000) 6.45 
Outstanding at December 31, 2002 6,848,328 S$ 10.53 2,432,000 S 6.47 
Granted _ — 1,194,000 9.23 
Exercised (2,121,178) 8.89 (447,950) 6.47 
Cancelled (44,375) LOL35 (72,500) 7.56 
Outstanding at December 31, 2003 4,682,775 $ 11.27 3,105,550 $ 7 ples 
STOCK OPTIONS OUTSTANDING STOCK OPTIONS EXERCISABLE 

AT DECEMBER 31, 2003 AT DECEMBER 31, 2003 

WEIGHTED 

AVERAGE WEIGHTED NUMBER WEIGHTED 
NUMBER OF REMAINING AVERAGE OF STOCK AVERAGE 
STOCK OPTIONS CONTRACTUAL EXERCISE OPTIONS EXERCISE 


RANGE OF EXERCISE PRICES OUTSTANDING LIFE PRICE EXERCISABLE PRICE 
SBE SE ANT BCE DLE SE SE I EIB IEE IE EY 


Options denominated in CAD $ 


$ 3.29to 5.85 349,100 5.8 $ 4.23 349,100 $ 4.23 
9.56 to 11.60 3,033,325 Se 10.26 | 2,320,194 10.47 

13.65 to 14.63 1,100,350 2.4 14.04 1,100,350 14.04 

23.75 200,000 0.8 23.75 200,000 23.75 
4,682,775 4.5 $ 11.27| 3,969,644 $ 11.58 

Options denominated in US $ 

$ 6.45 1,918,550 8.2 $ 6.45 736,800 $ 6.45 
8.79 to 9.23 1,187,000 9.2 9.22 | 9,500 8.81 
3,105,550 8.6 S752 746,300 $ 6.48 
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10. Stock based compensation (continued): 


ii) Performance stock options: 
Common shares reserved for outstanding performance stock options at December 31, 2003 and 2002 are 
as follows: 


NUMBER OF AVERAGE EXERCISE 

STOCK OPTIONS PRICE (CAD $) 

Outstanding at December 31, 2001 2,125,000 S 4.47 
Exercised (462,800) 4AT | 

Outstanding at December 31, 2002 1,662,200 S 4.47 
Exercised (787,000) 4.47 | 

Outstanding at December 31, 2003 875,200 $ 4.47 


The vesting of the performance stock options is tied to the market value of the Company’s common shares 
subsequent to the date of grant. The performance stock options expire September 9, 2009. As at December 
31, 2003, 210,200 outstanding performance stock options have vested and are exercisable. The remaining 
665,000 options will vest if the Company’s shares trade at or above CAD$20 per share. 


ili) Fair value disclosures: 


If the fair value based method, as described in note 1(k), had been used to measure and recognize stock 
based compensation, the Company’s net income and net income per share for the years ended December 31, 
2003 and 2002 would have been as follows: 


2003 2002 
Net income — as reported $ 7,508 S 26,414 
Stock compensation expense (3,790) (3,444) 
Net income — pro forma $ 3,718 S 22,970 | 
Basic and diluted net income per share — as reported $ 0.06 S 0.21 
Basic and diluted net income per share — pro forma $ 0.03 S 0.18 


The pro forma amounts exclude the effect of stock options granted prior to January 1, 2002. 


The fair value of each stock option grant was estimated on the date of grant using the Black-Scholes option 
pricing model with the following assumptions: 


2003 2002 
Risk-free interest rate 5% 5% 
Expected dividend yield 2% = 
Expected life of option 5 years 5 years 
Expected volatility 35% 35% 
Weighted average fair value of options granted ($US/share) $:2°59 $ 2.46 


vw 
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10. Stock based compensation (continued): 
(b) Deferred and restricted share units: 


Deferred and restricted share units outstanding at December 31, 2003 and 2002 are as follows: 


NUMBER OF NUMBER OF 
DEFERRED SHARE RESTRICTED SHARE 
UNITS UNITS 

SS LN TAR Se PE SR TIS SD BLA Ea ETS IT PE TE IO EM BS REID ENR U TNT PEE DRE SE 
Outstanding at December 31, 2002 309,659 = 
Granted 40,684 534,000 
Dividend equivalents 16,046 10,882 
Redeemed = (44,242) 
Outstanding at December 31, 2003 366,389 500,640 


At the date of grant the fair value of the restricted share units, based on the market value of the Company’s 
common shares, was $4.7 million. During 2003, we recorded $1.6 million of compensation expense related 
to the restricted share units. Restricted share units vest approximately three years after the date of grant. 
Under certain circumstances, such as retirement, vesting occurs at an earlier date. Restricted share units 
outstanding at December 31, 2003 vest on December 1, 2005. 


11. Interest expense: 


Interest expense before capitalized interest $ 58,991 
Less capitalized interest (20,176) 
$ 38,815 $ 28,972 


12. Asset restructuring charges: 


2003 2002 
SE NS A LE PS TT EE IE IT 2 PES EE TE ES 


Non-cash settlements: 


Asset impairment charges $ 129,565 $ 108,704 
Other = 6,683 
129,565 115,387 

Cash settlements: 
Employee and contract termination costs 8,129 oe 
Other 1,658 — 
9,787 _ 


$ 139,352 $ 115,387 
During the fourth quarter of 2003, the Company recorded a non-cash asset impairment charge totaling 
$129.6 million relating to the carrying value of property, plant and equipment and related assets in New 
Zealand and Medicine Hat, Alberta. The Company also incurred costs and made payments of $9.8 million 
primarily for employee termination benefits to reduce the workforce at the Company’s New Zealand 
operations by 82 employees and for costs to re-mothball the Medicine Hat facility. 


During the fourth quarter of 2002, the Company recorded an asset restructuring charge of $115.4 million 
related to the write-off of the Fortier, Louisiana methanol facility, which had been idle since 1999. 
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13. Segmented information: 


The Company’s operations consist of the production and sale of methanol, which constitutes a single 
operating segment. 


Revenues attributed to geographic regions, based on location of customers, are as follows: 


UNITED OTHER LATIN 
CANADA STATES JAPAN ASIA EUROPE AMERICA TOTAL 
PSS RCS SYOSSET LSS SAE a MS aT SRR SDD AS NS LE IT GE Aco De SL DM aL ERE A RS RR RT 
Revenue: 
2003 $ 57,354 $ 424,757 $ 182,260 $ 306,541 $ 320,211 $ 103,327 $1,394,450 
2002 39,580 300,203 127,107 240,423 225,072 76,407 1:008;792 


Net book value of property, plant and equipment by country is as follows: 


NEW 
CANADA ZEALAND CHILE TRINIDAD OTHER TOTAL 


Property, plant and 


equipment: 
2003 $ 37,349 $ 15,054 $ 702,732 $ 555,277 $ 9,815 $1,320,227 
2002 T2221, 98,833 612,575 161,808 34,482 BONED 


14. Income and other taxes: 
(a) Income tax expense: 


The Company operates in several tax jurisdictions and therefore its income is subject to various rates of 
taxation. Income tax expense differs from the amounts that would be obtained by applying the Canadian 
statutory income tax rate to income before taxes. These differences are as follows: 


Se 
Canadian statutory tax rate 36% 40% 
Computed ‘expected’ tax expense $ 33,240 S 20,530 
Increase (decrease) in tax resulting from: 

Income taxed in foreign jurisdictions (36,223) (34,254) 
Losses not tax-effected 103,618 76,502 
Previously unrecognized loss carryforwards 
and temporary differences (1,854) (18,800) 
Non-taxable income and non-deductible expenses (9,348) (15,491) 
Other (4,608) (3,576) 
Total income tax expense $ 84,825 S 24,911 
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14. Income and other taxes (continued): 
(b) Net future income tax liability: 


The tax effect of temporary differences that give rise to significant portions of the future tax assets and 
future tax liabilities are presented below: 


2003 2002 
SEARLS EAS LLIB IS EE AEA GT IDL PLE ID TTS SS OT ERT ELIT IT SEE AIS PTOI OOTY 


Future income tax liabilities: 


Property, plant and equipment $ 198,240 $ 163,427 
Other 98,310 37,989 
296,550 201,416 

Future income tax assets: 
Non-capital loss carryforwards 232,012 156,355 
Property, plant and equipment 54,974 29,776 
Other 29,846 22,106 
316,832 208,237 
Future tax asset valuation allowance (281,500) (179,736) 
. 35,332 28,501 
Net future income tax liability $ 261,218 S 172,915 


At December 31, 2003, the Company had non-capital loss carryforwards available for tax purposes of $571 
million in Canada and the United States, $27 million in New Zealand and $49 million in Australia. In Canada 
and the United States these loss carryforwards expire between 2006 and 2023. In New Zealand and 
Australia the loss carryforwards do not have an expiry date. 


15. Changes in non-cash working capital: 


Changes in non-cash working capital related to operating activities for the years ended December 31, 2003 
and 2002 are as follows: 


2003 2002 
Receivables $ 1,732 $ (65,818) 
Inventories 552 (19,603) 
Prepaid expenses (2,773) (3,394) 
Accounts payable and accrued liabilities 28,894 32,296 
Decrease (increase) in non-cash working capital $ 28,405 $ (56,519) 


For the year ended December 31, 2003, the changes in non-cash working capital exclude the non-cash 
working capital acquired on the purchase of Titan. 
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16. Derivative financial instruments: 


The Company’s forward exchange contracts in Euros (EUR), British pounds (GBP), New Zealand dollars (NZD) 
and Chilean pesos (CLP) at December 31, 2003 are as follows: 


AVERAGE 
NOTIONAL EXCHANGE 
AMOUNT RATE MATURITY 


Purchase contracts: 


Forward exchange contracts NZD 180 million $ 0.4928 2004 

Forward exchange contracts EUR 31million $ 0.9943 2004-2005 

Forward exchange contracts CLP 8 billion $ 0.0016 2004 
Sales contracts: 

Forward exchange contracts EUR 9 million $ 1.1652 2004 

Forward exchange contracts GBP 7 million $ 1.7052 2004 

Forward exchange contracts CLP 12 billion $ 0.0015 2004 


The Company has an interest rate swap contract with a notional principal amount of $65 million at 
December 31, 2003. The interest rate swap contract was acquired on purchase of Titan, effective May 1, 2003, 
and was recognized at its fair value of negative $10.1 million. Under the contract, the Company receives 
floating-rate LIBOR amounts in exchange for payments based on a fixed interest rate of 6.6%. The contract 
matures over the period to 2010. 


17. Fair value disclosures: 


The carrying values and fair values of the Company’s financial instruments are as follows: 


2003 2002 
CARRYING FAIR CARRYING FAIR 
VALUE VALUE VALUE VALUE 
Long-term debt $ (777,546) $ (816,000) § (547,224) § (566,000) 
Derivative financial instruments: 
Forward exchange contracts $ - $ 31,226 iS oe S 1,632 
Interest rate swap contract $ (8,275) $ (7,920) $ — $ 


Included in the fair value of the derivative financial instruments referred to in the table above were unrealized 
gains of $23.3 million (2002 — losses of $2.8 million) related to forward exchange contracts that hedge 
anticipated New Zealand, Chilean and European operating costs or revenues for which there is not a 
contractual agreement in place. 
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17. Fair value disclosures (continued): 


The fair value of the Company’s long-term debt and limited recourse long-term debt is estimated by reference 
to current market prices for other debt securities with similar terms and characteristics. The fair values 

of the Company’s forward exchange contracts and interest rate swap contract are determined based on 
quoted market prices received from counterparties. Until settled, the fair value of the derivative financial 
instruments will fluctuate based on changes in foreign exchange rates and interest rates. The unrealized 
gains and losses on these derivative financial instruments will be included in the measurement of the 
related hedged transaction when realized. 


The carrying values of cash and cash equivalents, receivables, other assets, accounts payable and accrued 
liabilities and other long-term liabilities meeting the definition of a financial instrument approximate their 
fair values. 


The Company is exposed to credit-related losses in the event of non-performance by counterparties to 
derivative financial instruments but does not expect any counterparties to fail to meet their obligations. 
The Company deals with only highly rated counterparties, normally major financial institutions. The Company 
is exposed to credit risk when there is a positive fair value of derivative financial instruments at a reporting 
date. The maximum amount that would be at risk if the counterparties failed completely to perform 

under the contracts was $34.9 million at December 31, 2003 (2002 — $3.4 million). 


18. Retirement plans: 
(a) Defined benefit pension plans: 


The Company has non-contributory defined benefit pension plans covering certain employees. At December 
31, 2003, the estimated present value of accrued pension benefits was $27.4 million (2002 — $19.2 million) 
and the market value of the plan’s assets was $26.2 million (2002 — $17.3 million). 


Actuarial reports for the Company’s defined benefit pension plans are prepared regularly by independent 
actuaries for accounting and funding purposes. The actuarial assumptions used in accounting for the 
defined benefit pension plans as at December 31, 2003 and 2002 are as follows: 


2003 2002 


Actuarial assumptions as at December 31: 


Discount rate 6.25% 6.50% 
Expected long-term rate of return on plan assets 7.50% 8.00% 
Rate of increase in future compensation 4.00% 4.00% 


(b) Defined contribution pension plans: 

The Company has defined contribution pension plans. The Company’s funding obligations under the defined 
contribution pension plans are limited to making regular payments to the plans, based on a percentage of 
employee earnings. 

(c) Pension expense: 


Total net pension expense for the defined benefit and defined contribution pension plans charged to 
operations during the year was $6.4 million (2002 — $5.9 million). 
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19. Commitments: 
(a) Take-or-pay purchase contracts and related commitments: 


The Company has commitments under take-or-pay contracts to purchase annual quantities of feedstock 
supplies and to pay for transportation capacity related to these supplies to 2029. The minimum estimated 
commitment under these contracts is as follows: 


2004 2005 2006 2007 2008 THEREAFTER 


S 210,860 $ ISSO. S IEIINO) Ss 183,140 $ 193,230 “S$, 3027050 


(b) Operating leases: 


The Company has future minimum lease payments under operating leases relating primarily to vessel 
charter, terminal facilities, office space and equipment as follows: 


2004 2005 2006 2007 2008 THEREAFTER 


5 105,360 eS 104,500 $ Hila) S 103,820 $ 91,440 $ 555,310 


(c) Commitments for capital expenditures: 


The Company estimates that its remaining share of capital expenditures to complete the construction of 
the Atlas methanol facility in Trinidad and fund a debt service reserve account will be approximately $56 
million. The Company expects that these expenditures will be funded from cash generated from operations, 
cash and cash equivalents and the proceeds from the limited recourse debt facilities. At December 31, 2003, 
the Company estimates its future cash equity contribution to complete the construction of Atlas and fund 
the debt service reserve account will be approximately $44 million. 


The Company is currently expanding its methanol production facilities in Chile. The Company estimates that 
the remaining capital expenditures for this project, including capitalized interest, will be approximately 
$133 million and will be incurred primarily in 2004. The Company expects that these expenditures will be 
funded from cash generated from operations and cash and cash equivalents. 
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19. Commitments: 
(a) Take-or-pay purchase contracts and related commitments: 


The Company has commitments under take-or-pay contracts to purchase annual quantities of feedstock 
supplies and to pay for transportation capacity related to these supplies to 2029. The minimum estimated 
commitment under these contracts is as follows: 


2004 2005 2006 2007 2008 THEREAFTER 


$ 210,860 $ 17/9553 OS 182950 es 183,140 $ 193,230 $ 3,027,050 


(b) Operating leases: 


The Company has future minimum lease payments under operating leases relating primarily to vessel 
charter, terminal facilities, office space and equipment as follows: 


2004 2005 2006 2007 2008 THEREAFTER 


S 105,360) 7S 104500 $ iOS 103,820 $ 91,440 $ 555,310 


(c) Commitments for capital expenditures: 


The Company estimates that its remaining share of capital expenditures to complete the construction of 
the Atlas methanol facility in Trinidad and fund a debt service reserve account will be approximately $56 
million. The Company expects that these expenditures will be funded from cash generated from operations, 
cash and cash equivalents and the proceeds from the limited recourse debt facilities. At December 31, 2003, 
the Company estimates its future cash equity contribution to complete the construction of Atlas and fund 
the debt service reserve account will be approximately $44 million. 


The Company is currently expanding its methanol production facilities in Chile. The Company estimates that 
the remaining capital expenditures for this project, including capitalized interest, will be approximately 
$133 million and will be incurred primarily in 2004. The Company expects that these expenditures will be 
funded from cash generated from operations and cash and cash equivalents. 


64 METHANEX 2003 


Methanex Financial Highlights 


Income and Cash Flows from Operating Activities 
(millions $US) 


2003 04 Q3 Q2 Q1 | 2002 2001 2000 1999 1998 1997 1996 1995 1994 1993 
pet ee and operating expenses “yee ee 335 371 336 1,009 1,149 aes 5 721 1,299 945 1,249 1,488 533 
ig ae ’ (252) (271) (210)! (739) (911) + (756) (689) (704) (931) (734) (848) (876) (439) 
coc aiiiee, amortization a cal (24) (21) (23) on (113) (110) (112) (107) (417) (214) (97) (75) (58) 
ee ee i? ( i (11) = (20) (8) (29) (32) (32)— (25) = (22) ~=S (32)—Ss (20) ~S (32) ~S (30) ~— (2a 
i 2 5 4 9 19 16 14 26 34 23 22 5 3 
Unusual items, net’ (179) (139) (40) fe, ow. (88) (11) fe (69) = _ (105) (39) = # 
Income tax recovery (expense) (85) (20) (28) (24) (23) | (25) (30) (34) 36 18 (51) (3) (63) (77) (5) 
NETINCOMEALOSS) 8 (110) (@) so 7/ 26 +° °#«+71 +~« 4145 ~ (150) (68) 202 (8) 192 435 10 | 
Add (deduct): 
Depreciation and amortization 95 27 24 21 23 111 113 110 112 107 137, 114 97 75 58 
Future income taxes 45 11 11 12 11 | 8 22 26 (28) (1) 41 4 27 Bi 3 
Non-cash unusual items’ 169 129 40 - - 88 - = 69 — - 105 37 = - 
L Other - 13 6 2 | ; 2 | 12 13 16 13 10 5 a! 7 =} = 
CASH FLOWS FROM OPERATING ACTIVITIES? 330 63 69 86 112/ 245 219 297 16 48 365 216 360 544 71 
Increase (decrease) in cash (134) (21) 24 ~=—- (180) 43 | 89 106 74 (136) (204) 108 (16) 208 107 (10) | 
Operating income 296 158 125 195 (106) (90) 251 97 304.—Ss«537 36 
EBITDA? 392 = : 2 | 270 238 305 6 17 368 211 401 612 94 
1 Unusual items, net includes the asset restructuring charges (2003, 2002, 2001 and 1999), write-down of property, plant and equipment (2003, 1999 and 1996), site restoration adjustment (2002) and debt retirement cost (1995). 
2 Before changes in non-cash working capital and the utilization of prepaid natural gas. 
3 Fora reconciliation of cash flows from operating activities to EBITDA refer to “Supplemental Non-GAAP Measures” on page 41 
Consolidated Balance Sheets 
(millions $US) ‘ 
2003 04 Q3 Q2 Q1 | 2002 2001 2000 1999 1998 1997 1996 1995 1994 1993 
ASSETS 
Cash and cash equivalents 288 288 309 285 465 | 421 332 226 152 288 492 384 400 192 85 
Receivables 221 221 204 212 203 | 201 135 286 227 202 246 208 173 339 85 
Inventories 127 127 141 167 136 119 100 140 73 71 89 68 64 108 39 
Prepaid expenses 15 15 14 17 7 | 12 9 11 10 9 12 9 13 13 12 
Current assets 651 651 668 681 811 | 753 576 663 462 570 839 669 650 652 221 
Property, plant and equipment 1,320 1,320 1,351 1,346 1,005 980 1,032 1,046 1,114 1,141 1065 1,021 1,014 975 698 
Other assets 111 111 97 99 83 | 86 85 94 68 88 69 81 84 61 50 
TOTAL ASSETS 2,082 2,082 2,116 2,126 1,899 | 1819 1693 1,803 1644 1,799 1,973 1,771 1,748 1,688 969 
LIABILITIES AND SHAREHOLDERS’ EQUITY | 
Accounts payable and 
accrued liabilities 178 178 143 174 ~=# 150 135 0 132. 193) 07) ise. | sao) i 246 98 
Current maturities 33 33 30 28 8 6 155 5 10 ) 5 5 24 10 32 
Current liabilities Dia 11173 202 SS TATNAGS) 157 p23 116 9 193 24 P36) en 2some30 
Long-term debt 756 756 753 741 560 548 250 399 399 399 398 398 401 398 409 
Other long-term liabilities 70 70 59 51 51 | 53 79 80 68 50 63 64 30 3 — | 
Future income taxes 261 261 233 222 184 173 164 142 98 126 128 73 68 41 10 
Total liabilities 1,298 1,298 1,218 1,216 953 | 915 758 758 688 691 782 659 635 698 549 
Shareholders’ equity 784 784 898 910 946 904 935 1,045 956 1108 «1190 - 4112 1003 990 420 
Toe GtneeeeiCoy 2,082 2,082 2,116 2,126 1,899/ 1819 1693 1803 1644 1,799 1973 1771 1,748 1688 969 
1,562 1,668 1,670 1,506 | 1452 1,335 1,444 1,355 1,507 1,589 1,510 1,533 1,398 861 


1,562 


Total capitalization 
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Methanol - General Information 


Methanol Price History 
2003 2002 2000 | 1999 | _ 1998 1997 | 1996 1995 | 1994 1993 | 
E = 
t = tonne, g = gallon | Sit 3/28 || ele eelen el sg | s/t S/g s/t S/g s/t S/g Sit S/g 
Methanex average realized price | 105 0.32 120 0.36 | 187 0.56 | 149 0.45 | 222 0.67 | 288 0.87 | 136 0.41 


Regional Contract Pricing History US Gulf Spot Price History 
600 4 ——— 1.80 600 2a 
500 1.50 
400 1.20 
300 0.90 
200 0.60 
100 0.30 
ty) x bs 0 eee mae 0 
S/tenne Jan93 94 95 96 97 98 99 00 O01 02 03 Jan04 S/gallon $/tonne 86 88 90 92 94 96 98 00 02 Jan04 $/gallon 
@ USGulf MM Europe @® Japan : Source: Tecnon Source: ICIS 
Simplified Process Flowchart 
| Natural Gas Synthesis Gas Chemical Grade 
| Steam ns (cO,,H,, CO) (CH,OH + H,0) (CH,OH) 
Methanol + Water Methanol 
Conversion Formulas 
Production Conversions (unit of methanol consumed per unit of product by weight; Source: CMAI) 
Acetic Acid 0.55 Diethylene Glycol MME 0.3 Methyl Methacrylate 0.39 Triethylene Glycol MME 0.22 
Carbon Tetrachloride 0.22 Dimethyl Ether (DME) 5 Methylene Chloride 0.41 Single Cell Protein 1.8-2.6 
Chloroform 0.29 Formaldehyde (37%) 0.45 MTBE 0.36 
Methy! Chloride 0.68 Methyl Acrylate 0.39 Polyacetal 15 
DMT (non-retained) 0.38 Methylamines 1.45 Synthetic Gasoline 2.56 


$100 per tonne methanol = $0.30 per gallon methanol 


vi 


Volume and Mass Conversions Energy Conversions/ Definitions 
1 MMBTU = 1.055 GJ 
1GJ = 0.948 MMBTU 
1 MMBTU = 1 MSCF 
(assuming approximate caloric value 
of pipeline gas = 1000 BTU/SCF or 0.039 GJ/Nm3) 
BTU = British Thermal Unit 
GJ = Gigajoule = 109 joules 
MSCF = Thousand Standard Cubic Feet 
Nm? = Normal Cubic Meter 


1Tonne methanol = 332.6 US Gallons = 7.92 Barrels 
1 Barrel = 42 US Gallons 
1 Gallon = 1 US Gallon or 3.785 Litres 
1 Tonne = 1.1025 Short Ton 
1 Short Ton = 0.907 Tonne 
1 Kilogram = 2.205 Pounds 
1 MSCF = 26.8 Nm? 
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Methanex Performance 


Ratios 
(see definitions documented below) 
2003 2002 2001 2000 1999 1998 1997 1996 1995 1994 1993 
Year end share price (US$) 11.23 8.38 5.54 6.44 2.63 5.06 7.93 9.00 7.31 13.00 8.00 
VALUE Net income (loss) per share 0.06 0.21 0.46 0.85 (0.87) (0.39) 1.10 (0.04) 1.05 2.24 0.06 
Adjusted net income (loss) per share’ 1-52 0.89 0.53 0.85 (0.47) (0.39) 1.10 0.45 1.14 2.20 0.06 
Cash flow per share” 2.69 1.93 142 1.74 0.09 0.27 1'99 1.14 1.89 275: 0.41 
EBITDA per share 3.18 2.13 1.54 1.79 0.03 0.10 2.01 1.12 2.09 3.10 0.55 
Book value per share 6.53 7.20 Via! 6.50 5.52 6.39 6.79 5.88 5.89 5.08 2.45 
Price to earnings (P/E)? 7.40 9.42 10.45 7.57 n.a. na 7.22 19.88 6.43 5.91 137.38 
Price to cash flow 4.18 4.34 3.91 3.70 28.30 18.49 3.99 7.86 3.87 472 19.29 
Price to EBITDA 3.53 3.93 3.59 3.59 78.90 52.01 3.96 8.04 3.49 4.20 14.52 
Price to book value 1.72 1.16 0.78 0.99 0.48 0.79 1.17 1.53 1.24 2.56 3.26 
Market value per tonne produced (US$) 287 | 185 136 172 85 187 273 382 345 699 604 
Production per share (US gallons) 12.71 14.95 11.55 11.73 10.26 8.99 9.65 7.83 7.05 6.18 441 
LIQUIDITY Quick ratio 2.48 4.46 1.80 3.81 3.16 432 3.89 4.84 431 2.13 1.40 
Current ratio 3.08 5.30 2.17 483 3.75 4.93 4.35 5.39 4.78 2:55 1.70 
Working capital ($000s) 438,869 | 611514 310,967 526,377 339,008 454,497 646884 544994 514,221 396,193 91,322 
PROFITABILITY Return on equity (ROE) 22.1% | 12.2% 8.3% 145% (7.9%) (6.0%) 17.5% 7.7% 20.4% 53.6% 2.3% 
Return on capital employed (ROCE) 14.3% | 9.1% 6.4% 10.7% (4.3%) (3.3%) 13.7% 6.4% 16.1% 41.5% 3.1% 
DEBT Asset coverage 268 | 3.32 4.24 4.52 4.12 451 4.95 4.45 4.15 4.14 2.20 
EBITDA interest coverage 6.64 7.04 7.25 oisks) 0.14 0.39 10.64 439 10.68 14.68 3.04 
Debt to capitalization 50% | 38% 30% 28% 29% 26% 25% 26% 27% 29% 51% 
Debt per tonne of methanol produced ($) 166 96 75 66 75 85 78 89 105 113 194 
Net debt ($000s) 489,683 | 125,837 67,315 173,262 247,014 111,024 (93,835) 14,349 21,315 215,576 356,032 
usted Net Income (Loss)' and Cash Flows? per Share Return on Equity (ROE) Return on Capital Employed (ROCE) 
Nig Cra 
0.06 0.41 1993 2.3% 1993 3.1% 
2.20 2.75 Sessa 1994 53.6% 1994 41.5% 
1.14 1.89 i —-= 1995 20.4% 1995 16.1% 
0.45 1.14 1996 7.7% 1996 6.4% 
fs 1.10 1.99 ee 1997 17.5% 1997 13.7% 
(0.39) 0.27 = 1998 (6.0%) 1998 (3.3%) 
(0.47) 0.09 =, 1999 (7.9%) 1999 (4.3%) 
0.85 1.74 a 2000 14.5% 2000 10.7% 
1 0.53 142 os 2001 8.3% 2001 6.4% 
2 0.89 108 wes 2002 12.2% 2002 9.1% 
03 1,52 2.69 oe 2003 22.1% 2003 14.3% 
0 


oduction per Share (US gallons) Debt per Tonne Produced Price to Book Value 


Pe a) 
“gl Eo | 


3 441 aaa 1993 $194 1993 3.26 
194 6.18 nar ass 1994 $113 1994 2.56 
5 7.05 heist ere 1995 $105 1995 1.24 
196 7.83 Le a a 1996 $89 1996 1.53 
97 9.65 era Se 1997 $78 1997 ae, 
198 8.99 a 1998 $85 1998 0.79 
99 10.26 1999 $75 1999 0.48 
100 11.73 Hn aaa 2000 $66 2000 0.99 
01 11.54 i Ts 2001 $75 2001 0.78 
002 14.95 Se ee $96 2002 1.16 
2003 12.71 (___— rae 2003 $166 2003 1.72 
0 0 0 


Definitions 


Current Ratio = Current Assets = Current Liabilities EBITDA Interest Coverage = EBITDA’ = Interest Expense* EBITDA’ = Net income (loss) before interest expense, interest and other income, income taxes, epreciauon 

and amortization, asset restructuring charges and other unusual items Asset Coverage = Total Assets + Long-term Debt Quick Ratio = (Current Assets — Inventories) + elias Liabilities WEIR = Long-term 
Debt =Total Capitalization ROCE = Net income (loss)' before interest expense after income tax + Average Capital Employed (Capital Employed = Total assets GE plant and a ae under construction or development less 
current non-interest bearing liabilities) ROE = Net income (loss)' + Average Shareholders’ Equity Total Capitalization = Long-term Debt (Including Current Portion) + Shareholders’ Equity 


1 Excludes unusual items. Unusual items include asset restructuring charges (2003, 2002, 2001 and 1999), write-down of property, plant and equipment (2003, 1999 and 1996), site restoration adjustment (2002) and debt retirement cost (1995). 
2. Cash flows from operating activities before changes in non-cash working capital and the utilization of prepaid natural gas. 
3 Calculated as the year end share price divided by adjusted net income (loss) per share. 


4 Includes capitalized interest. ; : 
Note: Book value per share is based on period ended shares outstanding, all other per share amounts are based on weighted average of shares outstanding. 
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Methanex Stock Trading History 


Common Share Data 
(millions of shares except where noted) 


2003 O4 Q3 Q2 Qi 2002 2001 2000 1999 1998 1997 1996 1995 1994 1993 
a SS 8 SR ST TS A a 

Net income (loss) per share 0.06 (0.92) (0.06) 0.39 0.60 0.21 0.46 085 (0.87) (039) 1.10 (0.04) 1.05 2.24 0.06 
Adjusted net income (loss) per share (US$)' 1.52 0.24 0.27 0.39 0.60 0.89 053 085 (047) (0.39) 110 045 114 220 0.06 
Dividends paid per share (US$) 0.47 0.06 0.06 0.05 0.30 0.10 _ = = = > - = = 
Weighted average shares outstanding 123.0 119.7. 119.2 127.1 125.9 126.6 1544 170.3 1732 1747 183.8 189.0 1903 1975 1705 
Period end shares outstanding 120.0 120.0 119.5 119.4 126.5 125.7 131.2 160:8° 173: 173° 475i6° Iso 1890) 1s4 savas 
Canadian trading volume 143.7 28.0 47.0 44.0 24.7 95.9 157.3 1483 70.9 814 107.7 1310 2661 277.2 57.7 
US trading volume 54.0 leh aE ah 17.8 9.0 53.0 1686 1109 9.2 157, 2331 43.55 1549 2663 13.6 
Total trading volume 197.7 37.1 65.1 61.8 33.6 148.8 326.0 259.2 80.1 97.1 1308 1745 4210 543.5 713 
NOVA ownership = _ = = 46.9 46.9 46.9 46.9 46.9 46.9 46.9 46.9 46.9 46.9 0.0 
Remaining public float 120.0 120.00 119.5 119.1 79.6 78.8 84.3 113.9 1262 1265 1286 1422 1421 1479 1713 
Trading as a % of public float 165% 31% 54% 52% 42% 189% 387% 228% 63% 77% 102% 123% 296% 368% 42% 
Average share price (C$) 13.74 13.47 13.64 14.26 13.57 11.96 77 5.43 502 10.73 1256 1084 12:35 i732 9.40 
Average share price (US$) 9.83 10.25 9.88 10.22 8.98 7.62 6.33 3.67 3.37 7.24 9.04 7.91 8.93 12.70 723 
Closing share price (C$) 14.53 1453 12.60 14.37 13.64 13.30 8.82 9.65 3.95 8.00 1135 1245 1000 1825 10.38 
Closing share price (US$) 11.23; 11.23 9.37 10.68 9.27 8.38 5.54 6.44 2.63 5.06 7.93 9.00 7,38.) (2300 8.00 
Market capitalization (millions C$) 1,744 1,744 1,506 1,711 1,725 1672. L157 .1,552 684 1,327 1,993 2355 1890 3/555)" ava 
Market capitalization (millions US$) 1,348 1,348 1,120 1,272 1,173 1,053 727, 3035 455 878 1,392) 1,702 2/382) 92/5320 ssag0 


1 Excludes unusual items. Unusual items include asset restructuring charges (2003, 2002, 2001 and 1999), write-down of property, plant and equipment (2003, 1999 and 1996), site restoration adjustment (2002) and debt retirement cost (1995). 


Price & Volume History: Canadian Market (TSX) — trading symbol: MX 


Millions of shares per month 


Volume @ Source: Bloomberg 


Share Price (C$) 
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Price & Volume History: US Market (Nasdaq) — trading symbol: MEOH Volume & Source: Bloomberg 
Millions of shares per month Share Price (US$) 
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MX Performance Relative to S&P/TSX Composite Index 


2003 Trading R Hi 
and S&P Chemical Composite Index ideas! 


TRADING SYMBOL - MX 


rae THE TORONTO STOCK EXCHANGE 
VOLUME 
c$ HIGH Low (MILLIONS) 
300 O1 14.65 12.54 24.7 
_ Q2 16.27 13.38 44.0 
Q3 14.63 12.40 47.0 
te 04 14.88 12.51 28.0 
2003 16.27 12.40 143.7 

0 TRADING SYMBOL - MEOH 

Index 9.17.91 12.31.91 12.31.92 12.31.93 12.31.94 12.31.95 12.31.96 12.31.97 12.31.98 12.31.99 12.31.00 12.31.01 12.31.02 12.31.03 THE NASDAQ STOCK MARKET 
VOLUME 
Methanex @ 100 192 211 231 406 222 277. «#252 +~«178 88 214 196 296 323 =a me ce — 
S&P/TSX M 100 103 98 126 123 138 173 196 190 246 260 225 194 240 2 “tee 8.30 ae 
S&PChemM™ = =100 «102, «108 «= 116130 165209 253. 232-269-238 :«-228~«=—«223.S «273 Q2 12.00 9.15 178 
; Q3 10.70 8.79 18.1 
Note: Index returns are exclusive of dividends. Source: Bloomber, s ' : 
: 8 Q4 11.41 9.13 91 
2003 12.00 8.30 54.0 
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Methanol Industry Supply & Demand Statistics 


Global Market Position 


(thousands of tonnes) 
SALES VOLUME BY REGION 


Methanex Production & Supply Statistics 


Methanol Production Data 
(thousands of tonnes) 


2003 2002 2001 2000 1999 1998 1997 1996 1995 1994 1993 PLANT DATA OPERATING CAPACITY’ 2003 | 2002 2001 2000 1999 1998 1997 1996 1995 1994 1993 
Europe 1,642 1,983 923 1,418 1,359 1,263 1,537 1,292 1,139 905 864 CHILE 
North America 2,389 2,477 2,857 2,479 2,480 2,267 2,271 2,185 1,958 2,227 722 Chile | 925 775 895 878 873 684 656 766 853 841 874 807 
Asia Pacific 2,113 2,316 2,165 2,390 2,288 2,100 2,368 1,945 1,609 1,288 1,275 Chile Il 1,010 983 997 841 1,022 995 1,044 869 14 = = = 
Latin America 435 444 445 484 466 381 727 715 615 454 149 Chile Ill 1,065 946 | 1,040 1,064 1,017 630 = = = = = = 
Total Sales 6,579 7,220 7,390 6,771 6,593 6,011 6,903 6,137 5,321 4,874 3,010 3,000 2,704 | 2,932 2,783 2,912 2,309 1,700 1,635 867 841 874 807 
: TRINIDAD 
Sales of Methanex production 4,933 5,686 5,390 5,815 5,338 4,479 5,049 4,580 3,939 3,403 2,264 Titan? 850 577 = = = = = = - - = = 
Sales of Methanex purchased product’ 1,646 1,534 2,000 956 1,255 1532. 1,854 1,557 1,382 1,471 746 NEW ZEALAND 
Total world production (Source: Methanex/CMA\) 31,554 | 30,595 30,171 29,420 27,100 26154 25913 24718 23,151 21,973 20,321 Waitara 530 149] 467 406 525 536 435 510 549 523 501 533 
; 7 4 249 
1 Includes commission sales volumes. Motunui Dil 500 198 460 363 490 A66 329 a0 ae amt 5 
Motunui Dill 700 503 697 685 702 548 619 560 529 430 19 = 
Motunui DIV 700 118 657 679 693 513 405 434 397 51 = = 
Supply — Methanol Capacity Additions Methanex Market Share 2,430 968 | 2,281 2,133 2,410 2,063 1,788 1,905 1,846 1,375 976 782 
(thousands of tonnes) NORTH AMERICA 
START-UP CAPACITY | raas ane Medicine Hat 1, Alberta? = - — _ = 36 167 +182 219 230 239 a 
% SSS : 
Medicine Hat 2? = - 93 244 215 262 = 
E: ini 1994 22% Ess SE 
Atlas Meteane EE AT aed) foes mace 9 Medicine Hat 3? = = = 195 442 421 415 481 584 528 538 = 
NPC3 (Iran) 2004 1,000 1995 23% Sa 
h Chile IV (Chil : 1996 25% == EA Kitimat, British Columbia 500 449 478 250 243 468 407 480 436 409 498 521 
Met ener! (Chile) 2005 840 a ae Fortier, Louisiana? = = = - — 46 213 316 248 314 4100 = 
SIPC (Saudi Arabia) 2005 1,000 " _———— E T ; z= — - = 1 94 «135 160 
MHTL Ms (Trinidad) 2005 1.800 1998 23% a nron, Texas: 
: 1999 24% a ee 500 449 478 445 685 971 1,202 1,552 1,742 1,790 1,772 681 
Note: Included in this table are only those significant projects under construction at the end of 2003 2000 24% Se eS 
that we expect to be completed by the end of 2005. 2001 24% Sa Total Methanol Production 4,698 | 5,691 5,361 6,007 5,343 4,690 5,092 4,455 4,006 3,622 2,270 
2002 24% EG Capacity® 5,042 | 5,930 5,915 6150 6,424 5,885 6,190 5,400 5,400 4973 3,855 
2003 21% ED Methanol Equivalent Capacity Utilization’ 93% 96% 91% 98% 83% 80% 83% 91% 86% 94% 98% 
. 4 7 4 4 87 20 16 
2003 World Methanol Consumption 0 adele of BU aa 703 824 792 846 812 871 841 88 6 68 6 
(millions of tonnes) ee Lost-Time Incidents 1 2 2 4 7 7 1 5 2 1 2 
Formaldehyde MTBE and TAME Acetic Acid Other Uses Productivity (thousands of tonnes/employee) 6.68 691 677 7.10 658 538 605 506 457 442 3.69 
i PP i _ 33% Formaldehyd 
sauaaaniasii 1 Actual operating rates can vary. 
; Diy) 23% MTBE and TAME 2 Methanex acquired the Titan methanol facility on May 1, 2003. 2003 production considers the period May-December. 
. 3. Medicine Hat 1 (capacity 260 KMT), 2 (capacity 270 KMT) and 3 (capacity 470 KMT) are permanently shut down. 
= 30 9% Acetic Acid 4. Fortier (capacity 570 KMT) is permanently shut down. 
a 11.0 a Se al 35% Otherlses 5 Enron no longer supplies product to Methanex as of February 12, 1996. 
= “ 6 Capacity figures are adjusted by the reduced production capability in New Zealand (2003) and acquisition of the Titan methanol facility on May 1, 2003. 
Totals by Region 7 Capacity utilization figures incorporate both plant downtime and reductions in operating rates. Gasoline production in New Zealand in 1994 through 1997 is converted to 
a methanol equivalent basis. 
37% 36% 23% 8.8 million North America 
20% me) 19% B 27% re 9.1 million Europe 
Pa Ae Sales of Purchased Product 
14% Bm 45% 44% [aero VEY 10.3 million Asia Pacific Rab Pee ct 
U: e: 
21% Se 0% 2% B)| 2.0 million Middle East 2003 | 2002 2001 2000 1999 1998 1997 1996 1995 1994 1993 
ey 
8% HE 0% 4% Hi 14 million Latin America 
Source: Methanex/CMAI eked Coeany, ra a a =; a = 120 323 350 380 348 
Fortier = = = _ 16 64 136 67 95 33 = 
Regional Demand Growth 1993-2003 Derivative Demand Growth 1993-2003 Texaco = = = = = - 62226 eee 65a 
(thousands of tonnes) (thousands of tonnes) CMC, Trinidad —| 226 478 437 497 459 416 453 484 536 24 
Titan, Trinidad’ 254 725 720 142 
30,000 30,000 ; 
; YPF, Argentina 233 16 = 
Other (US & Europe) 1,159 567 802 377 742 1,009 1,182 652 227 357 202 
= 
Total purchased product 1,646 | 1,534 2,000 956 1,255 1,532 1,854 1,557 1,382 1,471 746 


10,000 


1993 1995 


st 


1999 


10,000 


a ae 
= Ma 
0 "ieee ll 


aa 


1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 


1994 1996 1998 2000 2001 2003 
% of World Market % Growth Rates (03/02) % of World Market % Growth Rates (03/02) 
® North Ai i 31% (0.4%) ™@ MTBE and TAME 23% (9.2%) 
@ Europe Dee 27% 1.6% @ Formaldehyde 33% 5.9% 
@ Asia Pacific 31% 3.0% ® Acetic Acid 9% 3.0% 
B® Middle East 7% 3.1% @ Other 35% 10.5% Source: Methanex/CMAI 
B Latin America 4% 0.5% Source: Methanex/CMAI 
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1 Methanex acquired the Titan Methanol Company facility on May 1, 2003. Prior to May 1, 2003, Methanex sold product from the Titan facility on a commission basis. 
Gross sales were not included in Methanex revenues. 
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Methanex Stock Trading History 


Common Share Data 
(millions of shares except where noted) 


Methanol — General Information 


Methanol Price History 


2003 O43 2 | 2002 2001 +2000 1999 1998 1997 1996 1995 1994 _1993 2003 | 2002 | 2001 | 2000 | 1999 | 1998 1997 1996 1995 1994 1993 | 
Sea ne 0.06 (0.92) (0.06) 039 060) 021 046 085 (087) (039) 110 (004) 105 224 006 Ra sonne. 6 = 5a st_sig | st sie | st se | st se | st sg | sit se | srt Sve | st Sve | St Se | St Se | St Se | 
Adjusted net income (loss) per share (USS)' 152 0.24 0.27 0.39 0.60 089 O53 O85 (047) (039) 110 045 114 220 0.06 Methanex average realized price 220 0.66 | 155 047 | 172 0.52 160 0.48 | 105 032 | 120 036 | 187 056 | 149 0.45 | 222 0.67 | 288 087 | 136 041 
Dividends paid per share (U : : ; ; 
ee mou ; re ( ve ; 0.47 0.06 0.06 0.05 0,30 0.10 
© shares outstandin 
Uy aa rrate g 123.0 119.7 119.2 127.1 125.9 | 1266 1544 1703 1732 1747 1838 189.0 1903 197.5 1705 Regional Contract Pricing History US Gulf Spot Price History 
aS ees 8 120.0 120.0 119.5 119.1 126.5 1257 1381-2) "1608 1735) 1735 1756 189 289.0 194.8: - W713 
US tradi | wee 143.7 280 47.0 44.0 247 95.9 1573 1483 709 814 107.7 131.0 2661 2772 57.7 600 1.80 600 zee 
ing vo 
ae e oe 54.0 94 918.1) | 17's 90 | 530 1686 1109 92 157 231 43:55 1549 2663 136 xt fn a) 150 
‘ : : 
=F Sone - ume 197.7 371 651 618 33.6 | 1488 3260 2592 801 971 1308 1745 4210 5435 713 : 
ow 
MAR oe - = = — 49] 49 469 469 469 469 49 469 469 469 00 400 1.20 400 2 
ase public fost 120.0 120.0 1195 1191 79.6 788 843 1139 1262 1265 1286 1422 1421 1479 1713 0.90 
orn lat byl 165% 31% 54% 52% 42% | 189% 387% 228% 63% 77% 102% 123% 296% 368% 42% 200 2 on ; 
Average share pice (Cs) 13.74 13.47 13.64 14.26 13.57 | 1196 977 543 5.02 1073 1256 1084 1235 1732 9.40 200 0.60 200 0.60 
puerage share price (USS) 9.83 1025 988 1022 898 | 762 633 367 337 724 904 791 893 1270 7.23 7 
Closing share price (C$) 14.53 1453 12.60 14.37 13.64 | 1330 882 965 395 800 1135 1245 1000 1825 1038 | 100 pee age O30 
Closing share price (US$) 11.23 11.23 9.37 10.68 9.27 8.38 5.54 6.44 2.63 5.06 7.93 9.00 731° 13/00 8.00 0 0 0 2 
Market capitalization (millions C$) 1,744 1,744 1 | ; 
Market italizati aias " ; ene Sad 1725 | LOE 1AS7 552 SBA 5327 91)993 9923551) 1,890) 5 Sad $/tonne Jan93 94 95 96 97 98 99 00 O01 02 03 Jan04 S/gallon $/tonne 86 88 90 92 94 96 98 00 02 Jano4 $/gallon 
arket capitalization (millions US$) 7 1,348 1,348 1,120 1,272 «1,173 | 1,053 727 1,035 455 878 1,392 1,702 1,382 2,532 1,370 
/ J M USGulf M@ Europe MM Japan Source: Tecnon Source: ICIS 
1 Excludes unusual items. Unusual items include asset restructuring charges (2003, 2002, 2001 and 1999), write-down of property, plant and equipment (2003, 1999 and 1996), site restoration adjustment (2002) and debt retirement cost (1995). 
Price & Volume History: Canadian Market (TSX) — trading symbol: MX Volume & Source: Bloomberg 
Millions of shares per month Share Price (C$ : ° 
ic) Simplified Process Flowchart 
80 20 
oul Ye oe: 
+ thtr¢et T | Natural Gas og Synthesis Gas Chemical Grade 
bay eae! ITHe*ayedy ry tter| tt pelt lt treet itl ys - y 
eles a iT ot vai | Steam a (cO,, H,, CO) (CH,OH + H,0) (CH,OH) 
| AB Methanol + Water Methanol 
i ih amilfnmecsasiiecscha i a aalik Voaltuataattafeall ttn 0 
June94 Dec.94 June95 Dec.95 June96 Dec.96 June97 Dec.97 June98 Dec.98 June99 Dec.99 JuneOO Dec.00 JuneO1 Dec.01 JuneO2 Dec.02 June03 Dec. 03 
Price & Volume History: US Market (Nasdaq) — trading symbol: MEOH Volume Source: Bloomberg Conversion Formulas 
Millions of shares per month Share Price (US$) 
Production Conversions (unit of methanol consumed per unit of product by weight; Source: CMAI) 
80 =, : 20 
Acetic Acid 0.55 Diethylene Glycol MME — 0.3 Methyl Methacrylate 0.39 Triethylene Glycol MME 0.22 
60 1 ft ; 15 Carbon Tetrachloride 0.22 Dimethy| Ether (DME) 1.5 Methylene Chloride 0.41 Single Cell Protein 1.8-2.6 
\ ] i] | Chloroform 0.29 Formaldehyde (37%) 0.45 MTBE 0.36 
40 . : ah Yewwes £ ES Methyl Chloride 0.68 Methyl Acrylate 0.39 Polyacetal 1.5 
rite +4 hi Ghd (LLY SS Fert oy atigrite DMT tained 0.3 ee a ea [ 
byl getty pTaceer 1 A Air 5 (non-retained) .38 Methylamines 1.45 Synthetic Gasoline 2.56 
20 ’ Le ae Se ae er 2 
bat dese ceey, rs 
7 : Volume and Mass Conversions Energy Conversions / Definitions 
June94 Dec.94 June95 Dec.95 June96 Dec.96 June97 Dec.97 June98 Dec.98 June99 Dec.99 JuneOO Dec. 00 JuneO1 Dec.01 JuneO2 Dec.02 June03 Dec. 03 
1Tonne methanol = 332.6 US Gallons = 7.92 Barrels 1 MMBTU = 1.055 GJ 
1 Barrel = 42 US Gallons 1GJ = 0.948 MMBTU 
MX Performance Relative to S&P/TSX Composite Index 2003 Trading Range History ee =1US aes 3-785 Litres Mra ct 
and $&P Chemical Composite Index 1 ke Vaan 1Tonne = 1.1025 Short Ton arate approximate caloric value 
THE TORONTO STOCK EXCHANGE 1Short Ton = 0.907 Tonne of pipeline gas = 1000 BTU/SCF or 0.039 GJ/Nm}3) 
400 VOLUME 1 Kilogram = 2.205 Pounds BTU = British Thermal Unit 
& 2H. Low ONC 1 MSCF = 26.8 Nm3 GJ = Gigajoule = 109 joules 
300 Ql 14.65 12.54 24.7 $100 per tonne methanol = $0.30 per gallon methanol MSCF = Thousand Standard Cubic Feet 
Q2 16.27 13.38 44.0 Nm? = Normal Cubic Meter 
200 Q3 14.63 12.40 47.0 
04 14.88 12.51 28.0 
100 2003 16.27 12.40 143.7 
TRADING SYMBOL - MEOH 
0 Fras int es ied aa cs THE NASDAQ STOCK MARKET 
Index 9.17.91 12.31.91 12.31.92 12.31.93 12.31.94 12.31.95 12.31.96 12.31.97 12.31.98 12.31.99 12.31.00 1231. 31, 31, i aie as vou Me 
222 277 252 178 88 214 196 296 323 } 
Methanex@# 100-192 211 23% OS 138-=«173=«*196«190 «246260225194 240 at ee pee eu 
SUIS Ba 308 eS eee ee ay 165 209 253 232 269 238 228 223 273 Q2 12.00 9.15 17.8 
S&P Chem @ 100 102 108 116 130 Q3 10.70 8.79 18.1 
F Source: Bloombe| 
Note: Index returns are exclusive of dividends. CA UI (4 04 11.41 9.13 91 
2003 12.00 8.30 54.0 
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Transfer Agent 

CIBC Mellon Trust acts as transfer 
agent and registrar for Methanex 
stock and maintains all primary 
shareholder records. All inquiries 
regarding share transfer require- 
ments, lost certificates, changes 
of address, or the elimination of 
duplicate mailings should be 
directed to CIBC Mellon Trust at: 


1-800-387-0825 
Toll Free within North America 


Investor Relations Inquiries 


Chris Cook 
Director, Investor Relations 


Tel 604 6612600 


Responsible Care* 
Beyond what's required. 


ple Care® is a registered trademark of the Canadian Chemical 
;’ Association, used under license by Methanex. 


Annual General Meeting 

The Annual General Meeting will be 
held at the Vancouver Convention 
& Exhibition Centre in Vancouver, 
British Columbia on Thursday, May 
13, 2004 at 10:30 AM. 


Shares Listed 
Toronto Stock Exchange — MX 
Nasdaq National Market - MEOH 


Annual Information Form (AIF) 
The corporation’s AIF can be found 
online at www.sedar.com and at 
WWW-SEC.gOV. 


A copy of the AIF can also be 
obtained by contacting our head 
office. 
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